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WIRE TELETYPE / INTEGRATED DATA PROCESSING 
FOR EFFICIENT 


INTER-BRANCH OPERATIONS 


IDP is automation—today’s efficient method 
of integrating paper work between branches. At 
the heart of IDP is Private Wire Teletype—the 
communication system that makes time saving and 
money saving operations possible. 

You owe it to your business to investigate 
IDP and Private Wire Teletype—have our com- 
munications specialists show you how you can 
benefit in scores of ways. Call the telegraph 


office nearest you. 


OTHER COMMUNICATIONS SERVICES 
Linked with Western Union Inquire about Facsimile Services 


for Canada-U.S.A. PW Service and Channels for Telemetering. 


W Oo ClelGy CANADIAN 
NATIONAL jelelipe PACIFIC 


CP-CN TELECOMMUNICATIONS SERVE ALL CANADA 








What writes 
100 times 


faster than as 
this... \ “¢ and never 


makes 


a mistake? 


The answer is A-M business machines. They do repetitive writing at 
100 and more times the speed of manual copying and do it with 100% 
accuracy. But that’s only the beginning of how A-M contributes to 
efficiency in office and industry through modern business systems. 

You can help your clients to cut clerical costs and achieve increased 
accuracy, control and speed through acquainting yourself with the many 
innovations introduced by A-M business systems. Payroll, bills of material, 
purchasing and receiving records, order invoicing, billing and collecting, 
are only a few of the many jobs which A-M systems have brought to a 
new peak of efficiency. 

A-M has been in the forefront in developing office automation. It has 
pioneered equipment which makes possible an entirely new concept of 
speed and accuracy in specialized business procedures. 
Addressograph-Multigraph is anxious to keep you informed about new 
developments in office systems, and to make available its long experience. 
Our systems’ experts are always happy to work with you on practical, 
economical solutions to specific client problems, and to make concrete 
recommendations, 
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Members of The Investment Dealers’ Association of Canada 


DEALERS IN 
GOVERNMENT, MUNICIPAL AND 
CORPORATION SECURITIES 


Direct private wires to Montreal, Ottawa, Hamilton 
London, Kitchener, Winnipeg, Calgary, Vancouver, 
and The First Boston Corporation, New York 


Stock orders executed on all Exchanges 
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Kitchener Quebec Sherbrooke Windsor Edmonton New York 


QUICK PICTURE: 


You will find, in our monthly on trade, industry and finance, 
Commercial Letter, a quick but authoritative articles on special 
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concise review of foreign trade lace your name on our mailing 
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JOHN PEOPLES 

Earlier this year the committee on 
accounting procedure of the Ameri- 
can Institute of Certified Public Ac- 
countants issued a new bulletin on 
accounting for intangibles which rep- 
resents the latest thinking on this sub- 
ject in the United States. Canada has 
been giving considerable thought to 
the subject as evidenced by the inter- 
est shown in the topic at recent 
C.I.C.A. accounting conferences. In 
“Accounting for Intangibles in the 
U.S.” John Peoples discusses the cur- 
rent and previous bulletins and sum- 
marizes the practice in the U.S. in re- 
spect to the accounting treatment of 
intangibles. 

Mr. Peoples is a partner in the New 
York office of Peat, Marwick, Mit- 
chell & Company. He is a C.P.A. of 
several American states and has been 
a member of the American Institute’s 
Committee on Accounting Procedure 
for a number of years. 


G. A. KILNER, F.C.A. 

During the period of a company’s 
preliminary mine development and 
exploration, a thorough understand- 
ing and appreciation of the under- 
taking should be made by the com- 
pany accountant, according to George 
A. Kilner who has written “Account- 
ing for Mine Prospecting and Explor- 
ation”. Many of the specific prob- 
lems connected with the various 


stages of a mining venture’s early op- 
erations are discussed in the article, 
which will help both accountants and 
management to avoid pitfalls that 
may be extremely costly. In a second 
article, to be published next month, 





the author discusses the subject of 
accounting after the mine has reach- 
ed the construction and production 
stages. 

Mr. Kilner speaks with authority on 
this topic. A partner with P. S. Ross 
& Sons, Toronto, he has been associat- 
ed with the firm since 1936 and has 
had many years experience with the 
mining industry. Mr. Kilner is a 
member of the Institute of Chartered 
Accountants of Ontario and in 1956 
was elected a Fellow of the Institute. 


W. S. ROTHWELL, F.C.A. 


In “Taxation from the Corporate 
Viewpoint”, W. S. Rothwell makes 
the point that next to wages and ma- 
terial purchases, the largest expense 
classification with which established 
companies have to deal is taxation. 
Another aspect of high corporate in- 
come taxes, the author claims, is the 
fact that it has contributed to the 
serious inflation which has _ taken 
place over the past 20 years. He 
points out that the most contentious 
aspect of income taxes, and the one 
responsible for most of the difficulties 
and disputes, is the determination of 
net income subject to tax. 

Mr. Rothwell is vice-president and 
treasurer of Abitibi Pulp & Paper 
Company Limited with whom he has 
been associated for the past 11 years. 
He was formerly with Price, Water- 
house & Company in their Winnipeg 
and Toronto offices. He is a member 
of the Institutes of Chartered Ac- 
countants of Manitoba and Ontario 
and was elected a Fellow of the On- 
tario Institute in 1956. A past presi- 
dent of the Toronto Control, Control- 
lers Institute of America, Mr. Roth- 
well is a member of a number of 
other accounting organizations. He 
also serves on the editorial sub-com- 
mittee of The Canadian Chartered 
Accountant. 


Continued on page 6 








HERE’S HOW... 


) te 
Ansco of Canada ‘® ys 
gets same-day shipments 
with its ADP System 


Ansco of Canada has about 1,800 
items which are sold through 1,000 
dealers across Canada. Not long ago 
Ansco instituted an ADP system that 
illustrates how partial automation 
can contribute significant results. 
Same-day shipments, greater invoice- 
handling capacity, speedier invoice 
mailing and faster collections are 
some of the improvements. They have 
resulted in better customer service, 
simplified operator training and other 
tangible benefits. 


A Moore 6-part Order-Invoice form 
is the principal output of the auto- 
mated system. It is typed automat- 
ically on an IBM Cardatype Account- 
ing Machine with pre-punched dealer 
and product cards as input. .The 6- 
part form is made up of 2 units. The 
Shipping-Order unit (3 copies) starts 
packing and shipping operations. The 
Invoice unit (3 copies) advises the 
dealer, salesman and Tabulating De- 
partment of the shipment. Mean- 
while a tape, punched as a by-product 
of the Cardatype operation, stores 
selected information that can be 





If you would like to read the 
details in this booklet, write on 
your Company letterhead to the 
Moore office nearest you. 


MONTREAL 





quickly translated, when needed, into 
sales statistics. 


The Moore man, using Moore facili- 
ties, helped Ansco with scientific design 
and manufacture of forms to fit the 
Automated Data Processing system. 


New Tonow 


TORONTO 14, 








MOORE BUSINESS FORMS 
Division of Moore Corporation, Limited 
856 St. JamesSt. West 7Goddard Avenue 711ErinStreet 296-12th Avenue East 
TORONTO 15 


Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 
offices and factories throughout Canada, U.S., Mexico, Caribbean and Central America. 


+ A Canadian Company Ltd 


WINNIPEG VANCOUVER 
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C. J. DICK, F.C.A. 

The same considerations which 
make accounting of such importance 
in private enterprise have equal force 
in their relation to public undertak- 
ings. The business of government is 
surely the most important in the 
world and no accountant in this coun- 
try can be ignorant of the tremen- 
dous steps taken in the past few years 
in the improvement and standardiza- 
tion of municipal accounting. Those 
interested in up-to-date information 
on the subject will want to turn to 
C. J. Dick’s article “Municipal Ac- 
counting’. As the title indicates, the 
author has set forth many of the pro- 
cedures peculiar to municipal ac- 
counting that are not met in the com- 
mercial field. 

Mr. Dick is a partner in the firm 
of Gunn, Roberts & Company, Toron- 
to. He was previously a partner of 
Dick, Bond, Hetherington & O’Loane 
until the two firms amalgamated last 
year. He has been working on mu- 
nicipal audits for the past 30 years 
and, as a member of the Institute of 
Chartered Accountants of Ontario, 
serves on the Committee on Accounts 
and Audits of municipal and certain 
other organizations. In 1956 he was 
elected a Fellow of the Institute. 


E. C. WILBURN, C.A. 


The development of a sound staff 
training program is becoming a mat- 
ter of vital importance to both large 
and small public accounting firms. In 
“Recruiting Personnel for the Profes- 
sion”, Edward C. Wilburn puts for- 
ward a number of worthwhile sug- 
gestions as to how a firm, taking on 
new students, can establish a train- 
ing program and provide organized 
instruction for its staff members. One 
point he makes is that while the first 


year of training is generally the most 
trying for the student, his impressions 
and attitude towards the profession 
at this time are important because 
they will certainly influence those of 
his friends who still have to graduate 
and may be considering chartered ac- 
countancy as a career. 

Mr. Wilburn is a partner in the firm 
of Deloitte, Plender, Haskins & Sells, 
Toronto. He obtained his certificate 
in chartered accountancy in 1951 and 
is a member of the Institutes of 
Chartered Accountants of Ontario 
and Nova Scotia. 


A. A. BEEVOR 


“There is more to an annual re- 
port than columns of figures.” In 
his article on the subject of “Fi- 
nancial Public Relations”, Alfred A. 
Beevor discusses the annual report as 
the most effective medium for pro- 
moting financial public relations. He 
defines the other methods of com- 
munication whereby management can 
cultivate good will and generate con- 
fidence among shareholders and con- 
cludes that sound financial public re- 
lations can only be achieved if sup- 
ported by a reputation for integrity. 

Mr. Beevor is presently vice-presi- 
dent and treasurer of Dominion 
Stores Limited with whom he has 
been associated for the past 31 years. 
In this capacity he is in charge of 
all aspects of accounting and com- 
pany finances. 


EDITORIAL 

Greater recognition for the profes- 
sion’s smaller practitioners who serve 
small and medium sized businesses is 
the theme of this month’s editorial by 
C. K. MacGillivray, a partner in the 
Hamilton, Ontario firm of Chagnon 
and MacGillivray which he founded 
in 1933. He shows how the local 


Continued on page 8 
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with this swift and thrifty Burroughs automatic accounting machine 


Automatic carriage-controlled operation / Fast 
front feed / Short-cut keyboard (with 
simultaneous depression of keys and motor 
bar) / Date-control lever. 


You, too, will be proud to point to these and 
other outstanding features in this compact 
accounting machine—the Burroughs Director. 
It’s so low in price yet so high in value. Ideal for 
the small business or the large one with branch 
or special applications. Step up now to the 
Burroughs Director, certainly the swiftest, 
thriftiest solution of your bookkeeping problems, 
{ too. Why not call our nearest branch office for 
the full story —complete with details and demon- 
| stration! Burroughs Adding Machine of Canada, 
| Limited. Factory at Windsor, Ontario. 


| BURROUGHS DIRECTOR =. Accounting Machine 
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INTO YOUR POCKET OR BRIcFcASE _ practitioner is applying to his job the 


ae high standards of the profession and 
| S T U Rubber points out that as the problems and 


STAMP PAD 


complexities of small business have 
continued to grow, so have the oppor- 
tunities for the chartered accountant 
to offer many new services. 


Mr. MacGillivray has been active 
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EXECUTORS AND TRUSTEES FOR OVER HALF A CENTURY 


Your 
Interests Overseas 


Our London, England, office 
has the knowledge, 


experience and understanding 
required to handle your 
Estate, Tax and Investment 
interests overseas. 


THE 


ROYAL TRUST fora icnsen ote 


COMPANY at 3 St. James's Square 
OFFICES ACROSS CANADA FROM COAST TO COAST 


Government of Canada Bonds 
and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domrton Securrmes Gepn. Linitrep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 














C.LC.A. Annual Conference 


Within the last few days members 
will have received a draft program, 
together with registration and hotel 
reservation forms, for the forthcom- 
ing 1957 annual conference of the 
Canadian Institute to be held at Sas- 
katoon from August 19 to 21. Those 
planning to attend the conference 
are urged to return their forms 
promptly to the Institute of Chartered 
Accountants of Saskatchewan, Box 
606, Saskatoon, Saskatchewan. 


C.1.C.A. Committees and Chairmen 


At their spring business meeting 
the C.I.C.A. Council appointed the 
following committee chairmen for the 
coming year: T. A. M. Hutchison 
(Accounting and Auditing Research), 
H. E. Crate (Taxation), Rosaire 
Courtois (Government Accounts), J. 
R. M. Wilson (1958 Annual Confer- 
ence), C. K. MacGillivray (Magazine 
and Publications) and C. W. Win- 
ters (Public Relations). 

Council also decided to set up a 
special committee to review the 
C.I.C.A. charter and by-laws in order 
to ascertain whether any amendments 
should be made because of the rapid 
growth of the Institute’s membership. 
Chairman of this committee will be 
J. A. Wilson. 


Committee Meetings 


The Long-Range Educational Plan- 
ning Committee met on May 29 and 
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30 in Montreal under the chairman- 
ship of C. L. King. 

On June 3 and 4 the Accounting 
and Auditing Research Committee 
met at Mont Gabriel, Quebec. At the 
meeting the committee undertook to 
revise Research Bulletin No. 1, “A 
Statement of Standards of Disclosure 
in Annual Financial Statements of 
Manufacturing and Mercantile Com- 
panies”, and copies of the revision 
will be mailed to members before the 
end of the summer. 





Names Requested 


In a recent letter to members of 
the C.I.C.A., the chairman of the Edi- 
torial Board of The Canadian Chart- 
ered Accountant asked for names of 
potential subscribers to this journal. 
When a similar appeal was made last 
year, a high percentage of the names 
sent in subsequently became general 
subscribers to the journal. It is 
hoped that members will again sup- 
port this effort and forward their list 
of names without delay. 


In the News 
James M. Dvunwoopy, D.S.O., 
D.C.M,. C.A. has been appointed to 
the Toronto Advisory Board of the 
Huron & Erie Mortgage Corporation 
and the Canada Trust Company. 
GeorcE A. CRUICKSHANK, C.A. has 
been appointed executive vice-presi- 
dent of the Montreal Stock Exchange 
and Canadian Stock Exchange. 















THE GENERAL SYNOD 
THE ANGLICAN CHURCH OF CANADA 
announces the incorporation of 


THE ANGLICAN FOUNDATION OF CANADA 


to receive 
GIFTS — SUBSCRIPTIONS — BEQUESTS 


@ For Religious and Educational Purposes 

@ For the promotion and advancement of Dioceses, Churches, 
Parishes, Missions, Seminaries and _ Institutions. 

@ For other Programmes and Projects within The Anglican Church 
of Canada 


— TO BE CARRIED OUT WITHIN CANADA — 


For information: 


THE ANGLICAN FOUNDATION OF CANADA 
Rev. Canon H. R. Hunt, Secretary, 

Church House, 

Six Hundred Jarvis Street, Toronto, Ontario. 


Now Available in Pamphlet Form 


“SHOULD SMALL BUSINESS INCORPORATE ?” 
by A. B. MONTEITH, C.A. 


Reprinted from 


The Canadian Chartered Accountant, May 1957 


25c a copy 
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What Do You Recommend? ... 


Year after year this single question seems to be asked us more 
frequently than any other. For an organization such as ours with 
broad experience and access to many markets, it should be easy to 
answer .. . it’s part of our business. And very often it is easy to 
answer ... it’s easy when our client has taken us into his confidence 
... we know his aims, his objectives, his requirements. Together we 
work out a program to do what he wants done, and to the best of our 
ability, we see to it that our recommendations fill his particular bill. 


You see, we at Ames regard the investing of money as a pretty 
personal business. The personal requirements of our clients demand 
our personal care, thought and study. In many, many cases, the 
personal relationship is really a “‘professional” relationship, and a 
competent investment adviser no more has a “‘universal” investment 
recommendation than a competent medical adviser has a “universal” 
prescription. Short term government bonds won’t produce 5% 


income .. . common stocks won’t protect a short term cash 
requirement. 


So... to get back to the question ... when we make an investment 
recommendation, we like to feel that it will meet the personal 
requirements of the individual. Experience has proved to us that a 
personal, confidential relationship between investor and investment 
adviser is the only sound basis for investment recommendations. 
This, of course, means personal service . . . the type of service which 
is available to our clients . . . available to you. You will be welcomed 
in any of our offices, or, if more convenient, we will be happy to 
discuss your personal investment program by mail. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 
MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 








Editorial 


THE ROLE OF THE SMALLER PRACTITIONER 


THERE MAY be a tendency in professional accounting circles to deal 
more frequently with subjects relating to the sphere of the larger 
business concern, because problems and developments in big business 
have more appeal, scope and freshness. It is fitting, therefore, to 
stop for a moment to review the efforts of the profession’s smaller 
practitioners and their role in serving small and medium sized enter- 
prises. 


In our expanding economy, many small commercial and financial 
ventures are being created every week. In this new business field, the 
chartered accountant is providing a very necessary and helpful pro- 
fessional service and puts his knowledge to good use. He can deter- 
mine the feasibility of a proposed venture, estimate reasonable ap- 
proximations of operating costs under certain conditions, make in- 
telligent guesses as to profits at different sales levels, advise on the best 
methods of financing and instal the most satisfactory records. He 
is particularly capable of pointing out pitfalls which an enthusiastic 
entrepreneur may overlook. 


After a new business has become established, the chartered 
accountant may be engaged to perform his better known and more 
frequent functions of advising on accounting matters, auditing, draw- 
ing up and reporting on financial statements, preparing tax returns 
and advising and negotiating on tax matters. Less frequently he 
might be asked to make an investigation for the contemplated pur- 
chase of another concern, assist in winding up a business or perform 
other specified services. 


A few decades ago those functions were about all that were ex- 
pected from the public accountant and that he attempted to con- 
tribute. Nowadays, the competent small practitioner finds his time 
sought increasingly for consultations with his clients on many sub- 
jects, as owners and management begin to appreciate the value of his 
experience. The operation of even a small commercial establishment 
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has become so complex that the owner or owners must call in pro- 
fessionals and specialists if it is to be conducted to the best advan- 
tage. The tendency is to turn to the auditor as he already has some 
intimate knowledge of its affairs. 

Often the owners themselves do not see their mistakes, inefficien- 
cies or lost opportunities. This may be due to their inexperience, 
lack of judgment, or inability to keep in perspective the broad ap- 
proach. Even a capable management may overlook some important 
phase of its company’s affairs or be unaware of a recent develop- 
ment of which it may take advantage. The modern chartered ac- 
countant is alert to these possibilities and, while performing his 
normal duties, is always watchful for ideas which may provide help- 
ful suggestions for his clients. Even if his concepts are not at first 
requested, an enterprising auditor will offer a suggestion to his client 
if convinced it has some merit. Usually if his early suggestions prove 
beneficial, he is consulted more frequently on general business prob- 
lems and becomes of greater value to his client. Thus the small 
practitioner today is taking an increasingly important part in com- 
mercial and financial planning. 

In promoting high standards of business ethics among small 
establishments, the chartered accountant also plays an important role. 
A young or inexperienced person assuming responsibilities of busi- 
ness ownership or management may attempt, on occasion, to evade 
tax unlawfully or gain a benefit in some improper way. The chartered 
accountant, due to his background of business training and experi- 
ence, is in a position to know what is generally accepted as proper 
business conduct. With this knowledge, any forthright practitioner 
can point out convincingly to his client the error of his ways and 
persuade him to steer a course into acceptable channels. It can be 
taken for granted that our members are actually giving such advice 
and leadership in their spheres of influence and have done much to 
raise the level of business ethics, particularly where smaller enter- 
prises are concerned. 

The chartered accountants whose clients comprise small and 
medium sized businesses perform a highly important function in the 
business world. They shape plans and policies more than is gen- 
erally realized and assist greatly in improving the standard of busi- 
ness ethics. Their contribution should be recognized and fully ap- 
preciated. 





Accounting for Intangibles in the 
United States 


JOHN PEOPLES 


INTANGIBLES acquired by purchase, 
either by cash or through the issu- 
ance of securities, can be divided into 
two broad classes: 

(1) Those having a term of exist- 
ence limited by law or by their nature 
(such as patents, copyrights, leases 
and goodwill as to which there is evi- 
dence of limited duration); 

(2) Those having no such limited 
term of existence and as to which 
there is, at the time of acquisition, no 
indication of limited life (such as 
goodwill generally, trade names, sec- 
ret processes, subscription lists, etc. ).* 


Basket Purchase 


Before considering the accounting 
treatment to be accorded to these two 
classes, perhaps it is stating the ob- 
vious to say that initially they should 
be carried at cost. This is not difficult 
to determine in the case of a cash 
purchase of a specific asset. In a 
basket purchase for cash, whether it 
is a group of assets or a company, the 
problem is somewhat greater, and 
where a_ subsidiary is acquired 
through an exchange of stock the 


problems are greater still. The Am- 
erican Institute bulletins state that 
cost may be considered as being 
either the fair value of the considera- 
tion given or the fair value of the 
property or right acquired, whichever 
is the more clearly evident. 

Where the stock of the acquiring 
company has no ready market, it is 
difficult to determine the considera- 
tion given, and in the absence of an 
appraisal perhaps the book value of 
the net assets acquired is a reason- 
able measure of what has been re- 
ceived. On the other hand, where the 
acquiring company is listed, the mar- 
ket value of the securities issued is a 
better measure of what has been ac- 
quired. Negotiations may be rather 
protracted and during this time the 
market value of the stock may have 
fluctuated considerably. For this rea- 
son an average price may be a better 
basis than the price of any particular 
day. A recent listing application to 
the New York Stock Exchange de- 
scribed the exchange basis as follows: 

“The basis for the exchange of 
shares of the Company’s common 
stock for shares of X company stock 





1 This classification and most of the material 
in the article have been taken from “Re- 
statement and Revision of Accounting Re- 


search Bulletins”, chaps. 5 and 7(c), of 
the Committee on Accounting Procedure 
of the American Institute. 
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has been determined by giving ef- 
fect to the market value of the 
shares of the Company’s common 
stock during the period of negotia- 
tions for the exchange, the net 
worth per share of the outstand- 
ing shares of X company stock, an 
independent appraised value of the 
fixed assets of X company and 
other relevant factors.” 

Having determined the aggregate 
cost of the net assets acquired, it is 
not sufficient in consolidation to 
classify as goodwill the excess of cost 
(it usually is an excess today) over the 
net book value of the assets acquired. 
The excess may represent pure good- 
will, fixed assets worth much more 
than their book value because of ris- 
ing replacement costs or excessive de- 
preciation provisions, undervaluation 
of inventories because of a Lifo basis 
or other reason, or a combination of 
circumstances. It is the responsibility 
of the directors to determine the al- 
location, and the auditors must con- 
sider if the allocation is reasonable. 


Amortization and Write-offs 

It has been necessary to make pass- 
ing reference to more than intangibles 
in considering what is cost and the 
necessity of allocating cost to its 
component parts. Having determined 
cost, there is generally not much 
problem in computing amortization 
of intangibles with a limited life. 
Normally the amortization might be 
based initially on the legal life of 
the asset, e.g. 17 years in the U'S. in 
the case of a patent, but if good judg- 
ment indicated at any time a shorter 
period of benefit then amortization 
would be correspondingly modified. 

Under U.S. accounting rules in the 
case of intangibles with no limited 
life, there is no necessity to amortize 


if it appears that the intangible will 
continue to have its initial value dur- 
ing the life of the enterprise. It is, 
however, permissible to amortize 
such intangibles over a reasonably 
long period despite the fact that: 

(a) there appears to be no current 

need for amortization, and 

(b) expenditures are being made to 

maintain their value. 

When it becomes reasonably evi- 
dent that the term of existence will be 
limited, amortization should be based 
on the estimated remaining life. How- 
ever, if this becomes evident rather 
unexpectedly and the charge for the 
remaining years would be sufficient 
to distort income, then a write-down 
may be made against surplus with 
respect to the prior years which bore 
no or insufficient amortization. 

In the original bulletin issued by 
the American Institute in 1944, the 
committee took the rather mild posi- 
tion “that in the past it has been ac- 
cepted practice to eliminate intang- 
ibles (such as goodwill) by writing 
them off against any existing surplus, 
capital or earned, even though the 
value of the asset is unimpaired. Since 
the practice has been long established 
and widely approved, the committee 
does not feel warranted in recom- 
mending, at this time, adoption of a 
rule prohibiting such disposition. The 
committee believes, however, that 
such disposition should be discour- 
aged, especially if proposed to be ef- 
fected by charges to capital surplus.” 

Like most rules that “discourage”, 
no one was prevented from writing 
off intangibles against surplus though 
it was rare to find the charge against 
capital surplus. In the restatement 
and revision of the bulletins in 1953, 
the committee took the forthright 
position that: 














ACCOUNTING FOR INTANGIBLES IN THE USS. 17 


“Lump sum write-offs of intang- 
ibles should not be made to earned 
surplus immediately after acquisi- 
tion, nor should intangibles be 
charged against capital surplus. If 
not amortized systematically, in- 
tangibles should be carried at cost 
until an event has taken place 
which indicates a loss or a limita- 
tion on the useful life of the in- 
tangible.” 

This change was clearly labelled as 
a change of substance when the re- 
vision was published. However, it did 
not attract much attention at the time 
and it was not until a combination of 
rising stock market prices, coupled 
with a trend to expand through ac- 
quisitions, that company heads began 
to realize that they could no longer 
write off part of the purchase price 
except through amortization and the 
consequent penalty of reduced earn- 
ings. An effort was made to:have the 
committee change its position to per- 
mit writing off goodwill to earned 
surplus and while one or two mem- 
bers might have been agreeable, the 
majority clearly felt that it was not 
logical to acquire a business and then 
immediately write off part of the 
purchase price. 


Pooling of Interests 

In considering the matter, the com- 
mittee came to the conclusion that 
perhaps some of the so-called acqui- 
sitions would, under a more liberal 
interpretation of the then existing bul- 
letin, be considered as poolings of in- 
terest with a consequent avoidance 
of the problem of goodwill arising on 
consolidation. As a pooling of in- 


terests may be a new concept to some 
Canadian readers, a word of explana- 
tion may be appropriate. 

In 1950 the American Institute is- 


sued a bulletin in which it was recog- 
nized that whenever two or more cor- 
porations are brought together or 
combined for the purpose of carry- 
ing on in a single corporation the 
previously conducted business, the ac- 
counting to give effect to the com- 
bination will vary depending upon 
whether there is a continuance of 
the former ownership or a new 
ownership. 


If the combination continued the 
former ownership and other require- 
ments were satisfied, it was deemed 
a pooling of interests. If the former 
ownership did not continue, the com- 
bination was considered as a purchase 
and goodwill could arise when the 
shares of the surviving company, is- 
sued to the stockholders of the ac- 
quired company and valued at fair 
value, exceeded the net assets ac- 
quired. In accounting for a pooling of 
interests the two balance sheets were 
combined and to the extent that the 
capital of the new enterprise exceed- 
ed the capital of the component com- 
panies, the combined capital surplus 
was charged with the excess and if it 
was not sufficient, the balance was 
charged against earned surplus. 
Where the capital was less than that 
of the constituents, capital surplus 
was credited. Apart from any adjust- 
ment arising from capital stock, the 
earned surplus of the combined com- 
panies was, in general, carried for- 
ward as earned surplus of the surviv- 
ing corporation. 

In addition to the prime require- 
ment of continuity of ownership, 
other factors taken into considera- 
tion in determining whether a pur- 
chase or a pooling of interests was in- 
volved were the relative sizes of the 
constituent companies and the con- 
tinuity of both managements. Other 
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things being equal, the presumption 
that a pooling was involved was be- 
lieved to be strengthened if the activ- 
ities of the businesses to be combined 
were either similar or complementary. 


In considering relative size, some 
accountants felt that it was not a 
pooling if the companies were not 
virtually equal in size. Over the years 
this factor has been modified and the 
pooling treatment has been agreed to 
by the S.E.C. where one of the com- 
panies (listed on an exchange) con- 
tributed as little as 5% of the com- 
bined assets. 


The requirement as to similar or 
complementary interests did not seem 
to have much practical significance 
when many companies were merging 
to achieve diversification. 


Due to some ambiguity in the lan- 
guage of the original bulletin, too 
much stress was laid on the survival 
of only one company. 


After considerable deliberation a 
new bulletin was issued in January of 
this year which no longer attaches 
significance to similar or complement- 
ary businesses. The bulletin goes on 
to state that “The continuance in 
existence of one or more of the con- 
stituent corporations in a subsidiary 
relationship to another of the constit- 
uents or to a new corporation does 
not prevent the combination from 
being a pooling of interests if no sig- 
nificant minority interest remains out- 
standing, and if there are important 
tax, legal or economic reasons for 
maintaining the subsidiary relation- 
ship. Relative size has not been con- 
sidered determinative except where 
one of the constituent corporations is 
clearly dominant (for example, where 
the stockholders of one of the con- 
stituent corporations obtain 90% to 


95% or more of the voting interest in 
the combined enterprise).” 

Under this liberalized bulletin, no 
doubt many business combinations 
which formerly would have been con- 
sidered as acquisitions will now com- 
ply with the requirements for a pool- 
ing of interests and the problem of 
goodwill will not arise. 


Summary 

Perhaps U.S. practice regarding the 
accounting treatment of intangibles 
may be summarized as follows: 

1. If the consideration is other than 
cash, determine the purchase 
price. 

2. In a basket purchase allocate the 
purchase price to the various as- 
sets acquired. 

3. In a transaction involving an ex- 
change of stock, determine if the 
transaction is an acquisition or a 
pooling of interests. 

4. Intangibles with a limited term 
of existence should be amortized 
over their expected lives. 

5. Intangibles with no limited term 
of existence 
(a) should not be written off to 

surplus immediately; 

(b) need not be amortized, but 
may be amortized by charges 
to income over a reasonably 
long period, despite the ab- 
sence of any current need for 
amortization; 

(c) if it is evident that they have 
become worthless, the amount 
at which they are carried on 
the books should be written 
off through the income state- 
ment. If the amount is so 
large that its effect on income 
may give rise to misleading 
inferences, it may be charged 
to earned surplus. 














_ ei x ee 


— 








Municipal Accounting 


C. J. DICK 


MunIcIPAL ACCOUNTING differs from 
commercial accounting in that it is 
not the function of a municipality to 
make a profit but rather to render the 
necessary services to enable it to op- 
erate and to spread the cost of these 
services in an equitable manner over 
the taxpayers of the municipality. 
Current costs are expenses of the cur- 
rent year but the cost of capital as- 
sets is usually charged to the tax- 
payers over a period of years. The 
council at the beginning of each year 
will decide what services are neces- 
sary and prepare a budget to provide 
for all expenditures. This will include 
expenditures of other boards, com- 
missions, etc. required to be provided 
for by the municipality. Offsetting 
these expenditures in part are the 
grants from various governmental 
bodies, payments from other muni- 
cipalities, boards and commissions, 
and the sundry revenues of the muni- 
cipality. The excess of expenditures 
over revenues has to be met by taxa- 
tion. 


Revenue and Capital Funds 

It is essential that the accounting 
records of a municipality be main- 
tained in two distinct parts, revenue 
funds (often referred to as current 
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funds) and capital funds. These 
funds should be handled and record- 
ed separately. In larger municipal- 
ities they are frequently handled 
through one bank account and com- 
plete records kept to properly classi- 
fy all items. 

Advances from revenue funds to 
capital funds or vice versa should be 
duly recorded and an account or ac- 
counts maintained in the capital sec- 
tion of the general ledger called “Due 
to or by Revenue Account” or a simi- 
lar title, and a corresponding account 
kept in the revenue section. 


Books of Account 

In small municipalities these books 
are usually handwritten. Some or all 
may be written by accounting ma- 
chines or by the use of punch-card 
equipment. An office with a consider- 
able amount of mechanized account- 
ing equipment may combine several 
books in one operation and may di- 
vide others into several divisions. In 
one form or another the following 
books of account generally are re- 
quired: 

Cash receipts books for taxes 

Treasurer's cash receipts books 

Cheque disbursements journal 

Payroll records 
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Assessment roll (prepared by _ the 
assessor ) 

Tax roll (the assessment roll and tax roll 
are frequently combined in one book) 

Local improvement assessment rolls 
(prepared by the engineer) 

Tax ledgers (current and arrears) 

Tax sale register and ledger 

Debenture register 

Accounts receivable sundry ledger 

General journal 

Investment ledger for various funds 

Investment earnings register 


General ledger 


The provincial governments have 
been endeavouring to standardize 
municipal accounting and the presen- 
tation of municipal statements. They 
have cooperated with the Dominion 
Bureau of Statistics to publish the 
“Manual of Instructions”, which con- 
tains specimen forms of financial 
statements required. Copies of this 
manual are available at nominal 
charge from the Department of Muni- 
cipal Affairs of the various provinces 
or from the Queen’s Printer at Ot- 
tawa. Many of these forms have been 
revised by the provincial departments 
and several provinces supply blank 
printed forms to be used. This man- 
ual is presently under revision. 


Capital Fund 

The main function of the capital 
fund records and statements is to 
show clearly the long term debenture 
liability of the municipality, the 
source of outside funds to assist in 
payment of these liabilities and de- 
tails connected with capital acquisi- 
tions. 

All disbursements made on capital 
account are charged to their respect- 
ive capital construction accounts in 
the general ledger. When the con- 
struction is complete or progress bill- 








ings are received, any holdback is 
charged to the construction account 
and credited to a liability account. 


When local improvements are com- 
muted, i.e. paid for in full by a prop- 
erty owner, the amount received is 
entered in the capital cash receipt 
book and credited to a separate local 
improvement commutation account. 
The total of these commutations at 
the completion of the work is trans- 
ferred to the credit of the respective 
construction account. The balance 
remaining in the account represents 
the net cost of the capital construc- 
tion. By decision of council a portion 
of the municipality's share of this 
cost may be included in its budget 
and paid from current funds and the 
balance of the cost debentured over 
a period of years. 


Where the construction is partly 
or completely for a local improve- 
ment, the local improvement assess- 
ment rolls are prepared by the engi- 
neers and the proper proceedings 
taken to notify the property owners 
and to hold a court of revision, if 
necessary, before the debentures are 
issued. The costs in connection with 
the preparation and sale of deben- 
tures are charged as a cost of con- 
struction. Where one debenture is 
being issued for several items, the 
costs are distributed proportionately 
to each construction account. De- 
bentures are seldom sold at par but 
usually at a discount or a premium, 
and the amount of such discount or 
premium is charged or credited to 
the various construction accounts in 
the same manner as other expenses of 
the issue. 

Where all or a portion of a deben- 
ture issue is for a board or commis- 
sion, “Debenture account” is charged 
with the par value of that debenture. 
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An account for that board or com- 
mission is credited and, after adjust- 
ments for various credits and charges, 
the balance becomes payable to the 
board or commission. 


Capital Section of General Ledger 


This section of the ledger, as pre- 
viously stated, is self-balancing and 
contains accounts for the following: 


Assets 

Capital bank account 

Due from current fund (usually balance 
of proceeds from sale of debentures) 

Owing from other municipalities on de- 
benture account 

Owing from school board, public utility 
or other local board or commission for 
debentures issued on their behalf 

Cost of capital construction in process 

Various accounts for cost of permanent 
assets including municipal buildings, 
parks, pavements, sidewalks, roads, 
sewers, etc. , 


Liabilities 

Debenture liability for own debentures 
issued 

Liability to other municipalities on de- 
benture account (For joint construc- 
tion work where debentures for full 
cost issued by other municipality; de- 
benture liability assumed when a por- 
tion of an adjoining municipality is 
annexed; etc.) 

Liability to current funds for moneys 
temporarily advanced for capital pur- 
poses 

Capital bank loans 

Accounts payable on capital construction 

Holdbacks 


Investment in capital assets 


Current Fund 
PREPARATION OF TAx ROLLS 


The assessment rolls, when pre- 
pared by the assessor and after the 
proper revisions by the court of re- 
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vision, etc., will show the total 
assessment of all property taxable for 
public school and separate school 
purposes, together with the related 
business assessments. The total as- 
sessments as shown on the tax roll 
must agree with the corresponding 
amounts on the assessment roll. Tax 
rates that are common to all taxpay- 
ers are then combined to show one 
total rate each for public school and 
separate school supporters, and the 
tax bill will show the detail of how 
the total rates are arrived at. These 
rates applied to the assessment, to- 
gether with area or special rates 
applicable to only a portion or por- 
tions of the municipality, and the 
local improvements amounts, repre- 
sent the total taxes for each assess- 
ment. Where a_ school authority 
covers the complete municipality, the 
educational charges are included in 
one rate as above. Where there are 
different educational rates on various 
parts of the municipality, these edu- 
cational rates are added as special 
rates on the area concerned. Special 
charges such as hydro arrears then 
are added to the tax roll. The total of 
the tax roll is readily proved by ex- 
tending various assessment totals at 
the tax rate or rates and adding the 
total of the local improvement and 
special charges, etc. 

In addition to the taxes on the tax 
roll for the vear, further tax levies, 
usually called “supplementary levies”, 
should be made on all assessments 
added since the preparation of the 
current assessment roll. These assess- 
ments are usually on buildings com- 
pleted during the year and the taxes 
are calculated at the tax rate for the 
year and are apportioned for the 
number of months of occupancy. The 
procedure for levying and apportion- 











22 THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1957 


ing these additional taxes varies in 
the different provinces. 

The total tax roll and the supple- 
mentary levies are charged to taxes 
receivable and the various tax levies 
are credited to their proper accounts. 

Exempt properties, including those 
owned by various governments, 
would not be taxed on the tax roll, 
nor included in the taxes receivable. 
Some municipalities receive amounts 
in lieu of taxes with respect to such 
properties. Such receipts would be 
credited as revenue, and portions 
paid to other boards or commissions 
as may be required by the provincial 
Acts and regulations. 


PRE-LEVIES OF DEBENTURE AMOUNTS 


Local improvement charges are 
sometimes levied on the tax roll in ad- 
vance of the year that repayment is 
required. This amount must not be 
included in the revenue for that year, 
but should be shown and remain as a 
current liability. 

These amounts would be included 
in the revenues of the last year of the 
debenture as the corresponding levy 
would not be made that year. 


NUMBERING OF PROPERTIES ON 
TAX ROLL 


For all mechanized systems of tax 
accounting each property must be 
given a permanent tax roll number 
which remains with the property 
from year to year, and such pro- 
cedure is also advisable where hand- 
written tax records are maintained. 
When allocating the numbers to the 
various properties care must be taken, 
due to subdividing, etc., especially 
in undeveloped areas, to provide for 
reasonable expansion. 


LocaL IMPROVEMENTS ON Tax ROLL 
The engineer prepares the local 


improvement assessment roll showing 
all properties specially benefiting 
from capital construction such as 
sewers, sidewalks, pavements, etc., 
and this assessment roll shows the 
number of years that the charge is to 
be made and the amount of the an- 
nual charge against each such prop- 
erty. These charges are entered on 
the tax rolls for the required number 
of years. The total of all local im- 
provement charges on each year’s tax 
roll must be agreed with the totals 
from the local improvement assess- 
ment rolls and the total of each year’s 
charges reconciled with that of the 
preceding year. 

It is advisable to maintain a sep- 
arate card or other record for each 
property showing the detail of each 
local improvement charge, i.e. an- 
nual amount, first and last years to be 
charged, etc. 


Taxes RECEIVABLE RECORDS AND 
COLLECTIONS 

These records will vary consider- 
ably depending on whether the re- 
cords are handwritten or machine- 
written. Some municipalities use the 
current tax roll to record all payments 
made during the current year and, at 
the end of the year, the unpaid taxes 
are transferred to tax arrears ledger 
cards or sheets. Many municipalities 
post all current tax payments on 
ledger cards which is often consider- 
ed preferable. 

Where prepayments are accepted 
on taxes, the full tax credit is en- 
tered as a credit on the ledger card 
as soon as received and, until the 
current taxes are levied, these pre- 
payments appear as credit balances. 

All tax ledgers, including both cur- 
rent and arrears, must be balanced at 
the end of each year and it is prefer- 
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able to balance them periodically 
during the year. 

The majority of municipalities use 
some form of cash register or similar 
machine to record tax payments. Any 
system used must provide that the 
taxpayer be given a receipt and that 
a record, either a stub from the tax 
bill or a duplicate receipt, would re- 
main with the cashier. All receipt 
forms used should be serially num- 
bered when printed, and all tax-re- 
ceipting machines should have a seri- 
al consecutive number or some other 
built-in factor in the machine to as- 
sure that all amounts received and 
recorded in the machine are duly re- 
ported. It is important that the tax 
receipts be balanced with the cash 
on hand at least once every day. 

When taxes are paid before dis- 
count date, the discount is entered 
separately on the receipt and in the 
cash book and the amount of cash 
actually received entered in the “Cash 
received” column. Where taxes are 
paid late and a penalty is added, a 
similar procedure is followed. After 
the time specified by regulations in 
each year, the amount of penalty to 
the end of the year is added to each 
tax card. 


TREASURERS CasH ReEcErpts Book 
The totals of the cash receipts 
books for taxes are entered in the 
treasurer's cash receipts book daily or 
in total at the end of each month. 
Numbered cash receipts forms in 
duplicate should be used for all cash 
items received (with the exception of 
tax receipts where the tax stub is 
used ) and the receipt number should 
be shown in the cash receipts book. 
It may be advisable to use several 
series of numbers or different types 
of receipt forms for various items of 
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revenue. All moneys received must 
be deposited in the bank on the next 
business day. 


AccouNTs RECEIVABLE RECORDS 

Accounts receivable records must 
be maintained for all sundry items to 
be received, such as charges made by 
the engineering department, rents re- 
ceivable, etc. Records should be for- 
warded to the accounting office of all 
work performed where payment is to 
be received. This may include work 
for other boards or commissions, or 
sewer connections, tree removal for 
property owners, etc. Any amounts 
paid for relief, hospitalization, etc. re- 
coverable from individuals or from 
other municipalities should be enter- 
ed in the accounts receivable re- 
cords. 


REVENUE DISBURSEMENTS 

The accounting procedures for 
handling purchase requisitions, in- 
voices payable and for issuing and 
recording cheques do not raise any 
special problems in municipal ac- 
counting. Standard accounting prac- 
tice should be followed, the necessary 
approvals for all payments obtained, 
and a constant check maintained with 
the budget appropriations. With re- 
spect to payrolls, a mechanical or 
semi-mechanical system should be 
used to make all the payroll records 
at one writing. 


REVENUE SECTION OF GENERAL 
LEDGER 

This section of the ledger will con- 
tain accounts for all revenue and ex- 
penditure items arranged in the order 
required for the preparation of the 
annual financial statement. It will 
also contain accounts for all current 
assets and liabilities such as: 





THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1957 


Assets 

Cash, banks and investments 

Accounts receivable 

Taxes receivable, tax lands held for sale 

Inventories 

Owing by (or to) the capital account 

Deferred charges 

Liabilities 

Liabilities to banks and outside suppliers 

Debentures and coupons due 

Reserve accounts 

Deferred income or revenue 

Current surplus (or deficit) 

Allowances for losses on assets 

All ledger accounts for both capital 
and current items should be in 
numerical rather than in alphabetical 
order. Each section of the ledger 
should be given a general number 
leaving 100 numbers for a_pos- 
sible 100 accounts, if required, in 
each section. 


DEBENTURE REGISTER 


When a debenture is sold, com- 
plete details are entered in the de- 
benture register. The register will 
show the total amount of the de- 
benture issue, rate of interest, sale 
price, dates of issue and sale, prem- 
ium received or discount allowed, 
property acquired or work paid for 
with the proceeds, the annual pay- 
ment, and the total of the property 
owners portion, where applicable. A 
debenture assumed ledger or register 
should be maintained where the 
volume is sufficient. 


DEBENTURE PRINCIPAL AND INTEREST 


At the beginning of each year a 
complete list of all debentures and 
coupons due during the year should 
be prepared. This information, and 
the analysis of the amounts, will show 
the total amount to be provided for 
in the budget, the amounts to be col- 
lected from other boards or commis- 


sions or from other municipalities, 
etc. The totals of the amounts matur- 
ing each month are required for 
financing purposes. 

Debentures and coupons are usual- 
ly payable at the bank. The simplest 
method of handling these payments is 
the transfer to a separate debenture 
bank account of the exact amount 
due on each due date, and the bal- 
ance on deposit then is always equal 
to the debentures and coupons due 
and not presented for payment. 
Where larger amounts are involved, 
the treasurer should keep in touch 
with the bank and transfer funds 
daily, or as may be required. 

The amounts paid or transferred 
to a separate bank account in a 
month are entered in the cheque dis- 
bursement journal as one amount for 
principal paid and one for interest 


paid, or by a series of entries showing 
the totals of each by-law. These are 
charged to two accounts in the gen- 


eral ledger . . . “Debenture principal 
paid” and “Debenture interest paid”. 


Tax SALE REcorps 

After the legal time limit, property 
in arrears of taxes can be sold or, in 
some areas, transferred to the muni- 
cipality by registration. It is essential 
that all legal formalities be fully com- 
plied with. 

Receipts from properties sold at a 
“Tax sale” are applied against the 
taxes, penalties and costs accumu- 
lated against the property. A prop- 
erty owner may redeem his property, 
usually within a year, by paying the 
complete charges, plus interest. An 
amount received in excess of the 
taxes, penalties and costs is return- 
able to the previous owner of the 
property. 

Costs of properties purchased by 
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the municipality at a tax sale should 
be entered in an account in the gen- 
eral ledger — “Property acquired for 
taxes”, with a subsidiary ledger for 
the details of these properties. In the 
case of properties transferred to the 
municipality by registration, the full 
amount of taxes, penalties and costs 
are transferred directly to these ac- 
counts. 


Bupcet FicureEs 

Budget figures may be entered in 
the general ledger accounts of rev- 
enues and expenditures in various 
manners, in order to have a com- 
parison month by month of the actual 
amounts of the revenues and expendi- 
tures with the budgeted amounts. An 
alternative would be to use a sep- 
arate commitment ledger or similar 
record. However, as some revenues 
and expenditures are very spasmodic 
with large items some months and 
small items other months, e.g. de- 
benture payments, care must be exer- 
cised that the comparisons do not 
become misleading. Properly used 
and interpreted, budget figures in the 
ledger may be of great value. 


Other Funds 
DESIGNATED FUNDS 

These funds are either set aside in 
separate bank accounts or the moneys 
invested, and must be used only for 
the specific purpose stated unless pro- 
per authority is obtained for any 
transfer. 

An investment ledger should be 
maintained with a separate account 
for each investment, showing the full 
description of the investment (includ- 
ing all serial numbers), the par or 
face value, the cost, the interest rate 
and the due date. All interest as re- 
ceived is posted on each sheet in an 
inset or memorandum column. 
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A separate section in the general 
ledger is maintained for each fund, 
using the following accounts: 

Fund bank account 

Fund investment account (at cost) 

Account showing amount to credit of the 

fund, including earnings 

If required, an “Accounts Receivable” 

account showing moneys that should 
have been paid into the fund but have 
not been transferred. 


SINKING FUND 


The annual amount required for 
deposit in the sinking fund (principal 
only as the interest coupons are pay- 
able each year) will be shown on the 
budget and on the treasurer’s forecast 
of required monthly disbursements. 
These funds are transferred on the re- 
quired dates to the sinking fund bank 
account, or paid over to a provincial 
department or other trustee. Where a 
municipality handles its own sinking 
fund, arrangements should be made 
in advance for the investing of the 
funds which should be earning as 
much interest as possible consistent 
with the security of the investments. 

The sinking fund schedule, pre- 
pared when the debentures are issued, 
will show the annual sinking fund 
payment and the estimated annual in- 
terest earnings required to provide 
the necessary funds to pay the de- 
bentures at maturity. The balance in 
the “Interest earnings” account, that 
is, the actual earnings over or under 
the estimate at the end of each year, 
is transferred to “Sinking fund de- 
ficit or surplus” account. A separate 
section of the general ledger is main- 
tained similar to any other fund. 


INVESTMENT EARNINGS REGISTER 
Where a municipality has consider- 

able investments in sinking or other 

funds these should be recorded in a 
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register, with a separate section for 
each fund. 


General Considerations 

In general, the accounts of the vari- 
ous boards and commissions carrying 
on special work follow closely normal 
accounting principles applied in a 
well-run business organization. 

The operations of municipal offices 
in Canada, when considered in terms 
of collecting and spending money, 
truly represent big business. To 
handle the large volume of detail the 
use of mechanical equipment in 


municipal offices has increased great- 
ly in recent years. For the smaller 
offices there are available addressing 
machines, small accounting machines, 
cash registers and other relatively in- 
expensive pieces of equipment that 
will increase efficiency and reduce 
labour costs. In some of the larger 
municipal offices punch-card equip- 
ment is now in use. Mechanical 
equipment is being steadily improv- 
ed, and municipal treasurers and 
senior accounting officials must be 
constantly alert to improvements in 
machines and techniques which will 
meet their requirements. 


This article is one of a number to be published on municipal finances. 
As a public service, reprints of the entire series will be available later in a 
single volume at a nominal cost. Enquiries should be sent to: 


THe CANADIAN CHARTERED ACCOUNTANT 


69 Bioor STREET EAstT 


Toronto 5, ONTARIO 





Taxation from the Corporate 
Viewpoint 


W. S. ROTHWELL 





THE IMPORTANCE of income taxes to a 
business corporation may best be il- 
lustrated by pointing out that the an- 
nual income tax bill is approximately 
equal to the company’s net earnings. 
All the planning, work, effort and 
worry of an entire organization for a 
full year, from the president down to 
the sweeper, has as its objective the 
earning of sufficient annual income to 
pay dividends, finance plant replace- 
ments, meet debt obligations, im- 
prove working capital and provide for 
other needs. The sum total of all 
these business objectives is the “net 
earnings” objective and it also is the 
enforced income tax objective. 


The very size of this staggering tax 
bill causes a person to pause and pon- 
der from two points of view. On one 
side are the governments depending 
on business for the funds to finance 
essential services. If business fails 
in its objectives, if its leaders prove 
unresourceful or incompetent, our 
governments are faced with deficits 
and debts. 


In the year 1956, 25% of federal 
revenue was derived from corporation 
income taxes. In the same year, cor- 
poration and individual income taxes 


combined to provide the federal gov- 
ernment with more than 50% of its 
total revenue. Most certainly at the 
federal level, and directly or indirect- 
ly at the provincial level, there is 
great reliance on income taxes as a 
source of revenue. The impression 
cannot be avoided that for the good 
of the nation there should be a great- 
er diversification in the sources of 
government revenue. 


Demanding Subject 

Next to wages and material pur- 
chases the largest expense classifica- 
tion that most established companies 
have to deal with is taxation. If we 
improve the productivity of labour or 
buy materials to better advantage the 
corporation retains only 50% of the 
benefit, but if our income tax bill is 
reduced the entire amount is retained 
by the corporation for the benefit of 
its shareholders. This alone should 
illustrate that income taxation must 
receive a great deal of attention in 
any profit-making enterprise. Even 
if the corporation has little hope or 
expectation of reducing the amount 
that might be payable, its executive 
officers have the responsibility of 
satisfying themselves beyond any rea- 


This material was presented at the Tax Seminar, Queen’s University, June 10-12. 
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sonable doubt that the company is 
in fact paying no more than the mini- 
mum tax possible under existing laws. 
This desirable state of affairs can only 
come about if the subject gets the at- 
tention of qualified personnel in the 
right manner and at the proper time. 


Role of Financial Officer 


The individual primarily respon- 
sible for a corporation’s income tax 
affairs is, in most instances, its senior 
financial officer. This individual does, 
or should, participate in the com- 
pany’s policy-making decisions in re- 
spect not only to continuing business 
matters but also to unusual non- 
repetitive transactions of significant 
amount. Apart from the general fi- 
nancial contribution he may make in 
arriving at a decision, it is his re- 
sponsibility to appraise the problem 
and the decision in the light of in- 
come tax consequences. To fulfil this 
obligation, he must be sufficiently 
well equipped with income tax know- 
ledge to recognize and anticipate the 
broad tax consequences of any deci- 
sion that is made. It would be un- 
fair and perhaps unwise to expect the 
senior financial officer to be intimate 
with all details of income tax law 
because if he were to keep abreast of 
such details it would be at the sacri- 
fice of other responsibilities. He can- 
not, however, avoid the primary obli- 
gation to recognize and anticipate 
when the occasion demands it. 

Most of us know that in income tax 
matters, as in medicine, prevention 
is better than cure. A fair proportion 
of income tax disputes that are settled 
in the courts might have been avoid- 
ed if the possibility of dispute had 
been recognized early enough. This 
is not to imply that all tax problems 
of consequence may be solved by 
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early recognition, or that early recog- 
nition is reasonably possible in all in- 
stances. 

If we concede that the senior finan- 
cial officer is not to be a know-it-all 
on income taxes, it is apparent that he 
needs some help. In most larger 
companies technically qualified tax 
assistants are on the staff, and prop- 
erly so, but in smaller companies this 
role is filled by the auditor or other 
outside consultant. It is not the 
course of wisdom for any company, 
large or small, to assume that it is 
self-sufficient in income tax knowl- 
edge and to disregard available ad- 
vice and assistance. 

A corporation deals with income 
taxes under four principal headings, 
namely, rate of taxation, instalment 
payments, determination of net tax- 
able income and assessment of re- 
turns. 


Rate of Taxation 

There is little that a businessman 
can say about the rate of taxation 
except that the present levels of taxa- 
tion in Canada are dangerously high 
for the good of our business economy 
on which so much depends. 

Income taxes were first imposed on 
corporate income in Canada by the 
federal government as a _ wartime 
measure in 1917, just 40 years ago. 
The rate applied to corporate income 
at that time was 4%. Ten years later, 
in 1927, it had increased to 8.1%. By 
1937 it was 15% and in 1947 had risen 
to 30% plus excess profits taxes im- 
posed as a wartime measure. The 
federal rate currently in effect is 47%, 
more than ten times the 1917 rate and 
more than 50% higher than it was ten 
years ago apart from the excess pro- 
fits tax levy. 

This steady upward progression in 
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income tax rates leads a businessman 
to the conclusion that governments 
regard healthy business profits as 
something less than desirable and, for 
this or other reasons, an inexhaustible 
source of government revenue. 


The plain truth is that our economy 
is a profit motive economy and no 
better type of economy has ever been 
developed. Profitable business insti- 
tutions mean a plentitude of mer- 
chandise, competition for the consum- 
ers dollar, favourable employment 
conditions, modernization of plant, 
large research appropriations and im- 
proved products. Lack of profit 
means a hold-the-line business econo- 
my with less employment, less re- 
search, no expansion and products of 
reduced quality. One positive effect 
of high taxation is to retard our de- 
velopment. 


Another aspect of our high corpor- 
ate income taxes that receives little 
publicity or discussion is the contri- 
bution that it must have made to the 
serious inflation that has taken place 
in the last several decades. It has 
been pointed out that business must 
earn a profit if it is to remain healthy 
and as a consequence business must 
have a profit objective that it seeks 
to attain. If costs are increased, 
whether by increased wages, increas- 
ed taxes or for any other reason, the 
result is increased consumer prices; 
sometimes this reaction is delayed 
but it is nonetheless certain. 


If it is correct to say that higher 
corporate income taxes result in high- 
er consumer prices, and this is cer- 
tainly so, then what contribution to 
inflation of the past two decades has 
been made by our high income tax 
system? It would take a well-quali- 
fied team of experts to find a precise 
answer but we can be sure that the 


very great increase in tax rates since 
1937 has contributed materially to 
inflation in the past two decades. 


Instalment Payments 


The instalment payment method 
of paying corporate income taxes 
whereby taxes are paid in monthly in- 
stalments commencing at a point 
midway in a_corporation’s fiscal 
period seems to be a fairly equitable 
system of collection, considering the 
large amounts involved and the con- 
tinuous need for funds by both the 
payor and the payee. Our system is 
superior to some used in other coun- 
tries. It is questionable whether any 
country in the world has found a 
better compromise method of collec- 
tion. 

One serious criticism that can be 
made of our tax collection system is 
in respect to the severe interest pen- 
alty levied on business if it underesti- 
mates its net earnings and thereby 
underpays its income tax instalments 
which must commence six months 
prior to the close of its fiscal year. 
The objection is not to the interest 
penalty rate of 6% but to the fact that 
interest penalties are not allowed as 
a deduction in determining income 
subject to tax. This has the effect of 
increasing the penalty to an effective 
rate of 12%. Such a severe interest 
penalty suggests that it is a relatively 
easy task to forecast annual earnings 
with accuracy midway through the 
year, but this is not so by any man- 
ner of means. The doubling up of 
the interest penalty is a product of 
high income tax rates introduced 
since the 1930’s and is a condition 
that should be corrected. 

For companies subject to Province 
of Ontario income taxes the penalty 
is even more severe because under 
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Ontario legislation the combined in- 
terest penalty is 12% without recogni- 
tion as an expense, resulting in an ef- 
fective penalty interest rate of 24% 
per annum. 


Net Taxable Income 


The most contentious aspect of in- 
come taxes, the one responsible for 
most of the difficulties and disputes, 
is the determination of net income 
subject to tax. The naive or unini- 
tiated person might believe that busi- 
ness income and taxable income are 
one and the same thing and could be 
rudely shocked to find how many rea- 
sons there can be for difference be- 
tween the two. From a corporate 
viewpoint they are so numerous that 
an unrelenting, continuous effort 
should be made by taxation authori- 
ties to narrow the gap. 

Business finds itself in the position 
of determining net income in two 
ways. First, it determines net in- 
come according to generally accepted 
accounting standards, having regard 
to all transactions during the period. 
Secondly, by adjustment or other 
means, the income subject to tax is 
determined. The common cause for 
differences between the two are out- 
lays made for business purposes and 
considered necessary by management 
but not recognized as deductible 
items in computing income subject to 
tax. One recognizes that income tax 
legislation must be complicated and 
complex if the tax burden is to be 
distributed in a reasonably fair and 
just manner but even so, the gap be- 
tween business income and _ taxable 
income can be narrowed with conse- 
quent improvement in tax adminis- 
tration on both sides. 

The Canadian Tax Foundation 
made an excellent start on this prob- 
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lem a few years ago when it selected 
as a theme for its annual conference 
the subject “Business Income v. Tax- 
able Income” and devoted the en- 
tire conference to a discussion of the 
differences. Some headway has been 
made since that conference but it is 
doubtful that all has been achieved 
that might have been. Other tax con- 
ferences and tax meetings held since 
that date and to be held in the future 
contribute to a solution to this area of 
difficulty because study and discus- 
sion of tax problems help to develop 
unanimity of opinion which sets the 
stage for improved legislation and 
regulations. 


One step in the determination of 
net taxable income that is common 
to all corporate taxpayers is the cal- 
culation of depreciation or capital 
cost allowance. For a period of al- 
most ten years, maximum allowances 
for income tax purposes have been 
determined on the declining balance 
method. While it would be wrong 
to say that this method has had the 
unqualified approval of all business 
corporations, it can be said that it 
has received a high degree of accept- 
ance and approval, principally be- 
cause in the early years it provides a 
modified but welcome element of ac- 
celerated depreciation. 


One of the major problems faced 
by business is that of finding suffi- 
cient funds to finance capital asset re- 
placements and expansion programs 
made necessary by a growing volume 
of production. It would be helpful to 
business if depreciation provisions 
were further accelerated or liberal- 
ized, thereby permitting a more 
prompt return of capital tied up in 
plant facilities. This would assist in 
solving the business dilemma of rising 
replacement costs. 


—t it 45 0lU OS 


RS WD Me FR oe eee OC os 


@ 0 80 








TAXATION FROM THE CORPORATE VIEWPOINT 31 


An irritant in the declining balance 
method is the very slow and meagre 
allowances made in the later years 
under the system; indeed the declin- 
ing balance method by its very na- 
ture prohibits full recovery of any 
capital expenditure no matter how 
long the term. This condition has 
been corrected elsewhere in the world 
by permitting the substitution of a 
straight line method at the point that 
the allowance under straight line 
rates exceeds the allowance under 
diminishing balance rates. One way 
of introducing this improvement in- 
to the Canadian taxation system 
would be to amend income tax regu- 
lations to permit a taxpayer the op- 
tion for each acquisition year of 
selecting either the diminishing bal- 
ance system accompanied by present 
rates or the straight line method at 
rates equal to 50% of rates presently 
authorized. 


Assessment of Returns 

The Income Tax Act requires the 
Minister to examine each return and 
assess the tax “with all due despatch”, 
thus an elastic, uncertain period is 
allowed for initial assessment. Fol- 
lowing assessment the Minister is al- 
lowed a further four years for re- 
assessment or additional assessment. 
The period between date of filing and 
date of final determination of a cor- 
poration’s income tax liability is there- 
by an indefinite period plus four 
years. These liberal assessment regu- 
lations impose on business an un- 
necessary period of uncertainty and 
doubt in respect of each year’s most 
important financial transaction. It is 
suggested that the period available 
for assessment and _ reassessment 


could be limited to two years with- 
out impairment of assessment proced- 
ures and it is suggested also that the 


right to reassessment be limited to 
once only during the two-year period 
except when misrepresentation or 
fraud is present. 


A lengthy, uncertain period for as- 
sessment and reassessment may have 
been reasonable during immediate 
post-war years or in the days of low 
income tax rates but it is inequitable 
to the corporate taxpayer under to- 
day’s conditions. | These comments 
are not intended as a criticism of of- 
ficials and staff responsible for the 
administration of our complex income 
tax laws. On the contrary, it is recog- 
nized that considerable headway has 
been made since the difficult post-war 
period in the processing of taxpayers’ 
returns. The very improvement that 
has been made, however, offers con- 
firmation that the present permitted 
period for assessment and _ reassess- 
ment is no longer justified. 


From a corporate viewpoint it is 
indeed unfortunate that all of our 
provincial governments were unable 
to resolve their revenue difficulties 
without entering the field of corpor- 
ate income taxation again. Three of 
our provinces now impose corpora- 
tion income taxes of one kind or an- 
other. The re-entry of the provinces 
into this taxation field exposes corp- 
orations to a multiplicity of returns, 
differences in definitions of income, 
questions as to location of income 
and a tax burden that falls unevenly 
on Canadian taxpayers according to 
location of plants and offices. Not 
the least of the problems is that of 
double taxation. 


The situation is at its worst in the 
Province of Ontario whose corporate 
citizens are called upon to shoulder 
a tax burden of 2% higher than in any 
other Province in Canada. The bur- 
den on logging industries in Ontario 
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and British Columbia is even more 
severe because of an additional tax 
of 9% on logging income. This addi- 
tional levy is allowed as an expense 
in computing income subject to fed- 
eral tax so that the effective logging 
tax rate is approximately 42%. It will 
be readily understood that the maxi- 
mum income tax rate in British Co- 
lumbia is approximately 514% and in 
Ontario approximately 53%. 

Apart entirely from the reasons 
which prompt a provincial govern- 


ment to impose corporation income 
taxes beyond the amount deductible 
under federal legislation, there is no 
doubt that the imposition of such 
taxes by any province discriminates 
against its own corporate citizens. It 
also creates a business climate within 
its borders that could discourage the 
entry of new business enterprises and 
the expansion of established business, 
all to the long range detriment of the 
province and its citizens. 





WHAT'S IN A NAME? 


Replying to a toast to the Institute of Chartered Accountants of Scot- 
land, Mr. G. I. Stewart, C.B.E., M.C., C.A., president of the Scottish Institute, 
recently remarked: 

“During the last 24 months, in an official capacity, I have listened to a 
number of post-prandial speeches, one of the more dubious fruits of office, 
and, as tonight, have been pleasantly surprised by the laudatory remarks 
applied in praise of our profession. You will be glad to know that we have 
been described as guardians, arbiters, custodians, referees, umpires, standard 
bearers, yardsticks, barometers — surely a rich nomenclature for simple folk 
like you and me. One man, who might have been in difficulties with the 
income tax authorities, referred to us as ‘alchemists’, while another, whose 
auditor was obviously underpaid, went so far as to say ours was a vocation. 
In this connection, a past-president of our Institute told me he was once 
attending a Rotary Luncheon in New Orleans when it was intimated that 
the speaker at the next luncheon would be the Rev. John Smith. They 
were fortunate indeed, said the chairman, to have as their guest speaker the 
reverend gentleman who had not always been a Christian: prior to the war 
he had been in practice as a chartered accountant.” 

— From The Accountants’ Magazine, April 1957. 
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Financial Public Relations 


A. A. BEEVOR 


PROGRESSIVE MANAGEMENT today re- 
cognizes the importance of sound 
financial public relations. It is pos- 
sible, however, that some companies 
do not take full advantage of the 
many avenues which are available for 
this important function of manage- 
ment. 

To be effective, a good program of 
financial public relations should be 
aimed at a broad target encompassing 
not only the stockholders of a com- 
pany but also financial and invest- 
ment institutions and organizations 
and the general public. Such a pro- 
gram must, of course, be endorsed 
and fully supported by top manage- 
ment. It should also be recognized 
that financial public relations are not 
necessarily confined to the financial 
officer of a company. An invaluable 
contribution can be made by the com- 
pany’s auditors, its public relations, 
advertising and other executives. 


The Annual Report as a Medium 
While there are many ways of pro- 
moting financial public relations, un- 
doubtedly the most effective medium 
is the annual report. In recent years 
the annual report of a great many 
companies has undergone a remark- 
able improvement, but there are stilll 
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some which forward to their share- 
holders only a brief report from the 
president and the required financial 
statements covering the year’s opera- 
tions. 


During the past two or three de- 
cades the ownership of corporations 
has broadened to such an extent that 
today hundreds of thousands of Can- 
adians own a part in one or more 
companies. The comparatively recent 
growth of investment clubs is in- 
dicative of still greater participation 
in the ownership of Canadian busi- 
ness. These “capitalists”, comprising 
people in every walk of life, are not 
professional investors. They are 
housewives, farmers, labourers, clerks, 
teachers and doctors. The great ma- 
jority of them are not financial an- 
alysts or accountants, and what is per- 
fectly clear to the accountant may be 
as incomprehensible to the doctor as 
a doctor’s prescription would be to 
the accountant. These people, who 
own the business, are entitled to an 
honest, factual presentation of the 
state of affairs of the company in a 
manner they can understand. The 
same financial facts presented in dif- 
ferent ways can leave entirely differ- 
ent impressions on the non-profession- 
al reader. The impression made by 
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the annual report may be the differ- 
ence between a satisfied and a dis- 
satisfied shareholder. 


To do an effective job, the annual 
report, as well as being comprehens- 
ible to the layman, should conform to 
sound accounting practice. A report 
that covers only results for the past 
year is of doubtful value. The balance 
sheet and the statement of income 
and expenditures should show com- 
parative figures for the previous year, 
and a comparative balance sheet and 
statement of income and expenditures 
for at least the previous five years. 
This information is a minimum re- 
quirement for the stockholder, pros- 
pective investor or financial analyst 
who wishes to weigh the progress of 
the company. 


More than Figures 

There is more to an annual report 
than columns of figures. Since first 
impressions are important, the cover 
should be distinctive and well plan- 
ned to command attention. Rather 
than presenting a rambling story, the 
report could be divided into orderly 
sections such as the president’s re- 
port, financial data including charts, 
and what might be termed an “in- 
formative” section. 

The president’s report, should be a 
clear and concise report on the finan- 
cial condition of the company, the 
financial results of the year’s opera- 
tions, with any necessary explana- 
tions, and the development of the 
business including forward planning. 

In addition to the statements pre- 
viously mentioned, the section on fi- 
nancial data should contain a state- 
ment of the source and application of 
funds, an important feature often 
omitted. A brief statement of finan- 
cial facts such as sales, earnings, di- 
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vidends, working capital, etc. for 
quick reference and appropriate, 
easily understood charts can be in- 
cluded here. The distribution of the 
dollar income may also be incor- 
porated as a means of building good 
public relations. 


Establishing a theme around which 
the annual report can be built is very 
helpful and may form the foundation 
of the informative section. In this 
part, something of the character and 
personality of the company and its 
organization can be conveyed to the 
reader in an interesting manner. Cer- 
tain phases of operations can be illus- 
trated with pictures of people to 
create a vital human interest story. 


The shareholder, the employee, the 
prospective investor and the security 
analyst all want to know not only the 
progress the company has made to 
date but also what the management 
plans for the future. New develop- 
ments in the company’s particular 
field should be mentioned. Plans for 
expansion and new buildings, tech- 
niques and services are all of interest. 
The success of a company depends 
upon its people. Shareholders should 
be advised of programs for the de- 
velopment and training of employees 
to ensure an adequate supply of train- 
ed personnel. This information is par- 
ticularly valuable in the case of a 
rapidly growing company which con- 
tinually needs additional people for 
key positions. It can also be a means 
of attracting desirable new em- 
ployees. 

It is not necessary to wait until the 
end of the fiscal year to draft the an- 
nual report. The theme, design and 
much of the context can be prepared 
well in advance. When the financial 
statements and other data are avail- 
able, the report is ready to go to 
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FINANCIAL PUBLIC RELATIONS 


press. This will assist greatly in get- 
ting it into the hands of shareholders 
and others reasonably soon after the 
year end. Delay will certainly not 
promote good financial public rela- 
tions. Preparation of the annual re- 
port is not a one-man job. Full ad- 
vantage should be taken of the know!l- 
edge of the various department heads 
to build up the contents, and pos- 
sibly a small committee and a co- 
ordinator should be appointed to en- 
sure that all the required material is 
ready on schedule. 


Distribution of the Report 


Regardless of how excellent an an- 
nual report may be, if it goes no fur- 
ther than the shareholders of the com- 
pany, it loses much of its possible 
use and benefit as a top ranking 
medium of financial public relations. 
It is well worth the comparatively 
small additional cost to print a few 
hundred or thousand extra copies 
over and above the quantity required 
for shareholders. 

There is a broad natural field for 
the distribution of annual reports. It 
includes the financial editors of daily 
newspapers, financial publications, in- 
surance companies, banks, trust com- 
panies, investment dealers and secur- 
ity analysts. In addition to the finan- 
cial community, it may be advantage- 
ous to send copies to customers and 
suppliers, government officials and 
educationists. Many colleges and uni- 
versities providing courses on busi- 
ness administration or commerce and 
finance are anxious to obtain a supply 
of annual reports for classroom use. 
This offers an excellent opportunity to 
assist in the education of young men 
and women who are potential cus- 
tomers, employees and stockholders. 

Most businessmen today will prob- 
ably agree that employees holding 
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positions of responsibility should re- 
ceive the company’s annual report. 
Many companies also prepare a 
special report for distribution to all 
employees. 


Relations with the Press 


Regardless of how widely the an- 
nual report is distributed, it still 
reaches only a very small, though im- 
portant, segment of the public. This 
is where the daily and financial news- 
papers fit into the picture through 
the medium of the paid advertise- 
ment and the news release. The issu- 
ance of the annual report creates an 
ideal opportunity for an institutional 
type of advertisement based on the 
report and aimed at the general pub- 
lic. Such an advertisement should 
not be a cold reproduction of the 
financial statements couched in lan- 
guage which may not be too clear to 
the average reader, and it should ap- 
pear shortly after the release of the 
report while the information is still 
news. It will probably make the 
greatest impact if it is easily read 
and easily understood. It should not 
be too wordy, but should certainly 
indicate the nature of the company’s 
business. Highlights from the finan- 
cial statements, the president’s re- 
port and the year’s operations can be 
incorporated. It is also an excellent 
place to bring before the public the 
distribution of the sales dollar. 


The financial editor of the daily 
and financial newspaper will usually 
publish items of public interest such 
as the annual report, interim reports, 
the annual meeting of shareholders, 
dividend declarations and other news- 
worthy subjects or events. This im- 
portant phase of financial public rela- 
tions should not be left to chance. 
The coverage by the press and the 
reader impact obtained will depend 
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to a great extent on the space avail- 
able, the timing and the attention 
given to the preparation of the ma- 
terial. 

Personal contact with financial edi- 
tors can be beneficial. They have a 
responsibility to their readers and if 
they know something about the com- 
pany and believe in the integrity of 
its management there is less chance 
that a news release will be ignored or 
given only minor coverage. Material 
for a press release should be carefully 
prepared and written without em- 
bellishment. The editor will not be 
taken in by fanciful phrases or at- 
tempts to get free advertising. If the 
material is presented to him in the 
form in which he can give it to his 
readers, there is a good probability 
that it will be accepted as a whole 
and given reasonable prominence. 
This is particularly true of the an- 
nual report release. A brief summary 
carefully written and accompanying 
the copy of the report will save the 
financial editor time with the result 
that some desirable feature may be 
pointed out which would otherwise 
have escaped mention. Press releases 
should be made while they are news. 
It is often advisable to forward the 
material a day or two in advance with 
the release date prominently display- 
ed. This may assist in getting a better 
allocation of space than would have 
been possible with last minute de-- 
livery. 

Relations with the Financial 
Community 

The influence of the leaders in the 
financial community permeates the 
business world. They are in continual 
contact with the heads of every busi- 
ness and industry. Keeping these in- 
dividuals aware of a company’s pro- 
gress is an integral part of financial 





THE CANADIAN CHARTERED ACCOUNTANT, JULY, 1957 


public relations. One very good means 
of accomplishing this is through 
a security analyst, whose role in 
such a program should not be under- 
estimated. He is primarily a research 
man whose opinion is sought by 
members of financial organizations 
and whose studies and surveys are 
frequently sent to the clients of in- 
vestment dealers. Since it is part of 
his job to dig below the surface to 
bring to light any facts that may be 
obscure, he likes to get the “feel” of 
the management. The financial officer 
of a company will find it advantage- 
ous to become acquainted with lead- 
ing security analysts. He can assist 
the analyst to prepare a survey of his 
company, invite him on a tour of the 
plant or office and arrange for him to 
meei some of the management group. 
When the analyst is preparing a re- 
port on a company, he often wants 
the financial officer to bring him up 
to date on current trends and to 
verify his information. The financial 
officer should welcome this opportun- 
ity to further the relationship and 
need not fear that he will be called 
upon to divulge confidential informa- 
tion. The security analyst should be 
on the mailing lists to receive annual 
and interim reports and other com- 
pany releases. 


Keeping the Shareholder 
in Touch 

We now come to the shareholder, 
the owners of the company. Of para- 
mount importance to the shareholder 
is the security of his or her invest- 
ment in the company and the return 
it will produce. It is vital to good 
shareholder relations that the share- 
holders have confidence in both the 
ability and the integrity of the man- 
agement. Keeping the shareholder 
well informed on the affairs and 
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progress of the business is a sure 
means of encouraging and maintain- 
ing this confidence. Many companies 
have now adopted the practice of 
issuing interim reports, either semi- 
annually or quarterly, thus undoubt- 
edly bringing about a closer relation- 
ship between shareholders and man- 
agement. The mailing or the dividend 
cheque provides an opportunity for 
enclosing a separate mailing piece at 
little cost. This can incorporate a 
change of address form, a notice of 
the dividend and a brief message 
from the president. When an interest- 
ing news story or editorial on the 
company appears in the press, it 
might be reproduced and mailed to 
shareholders, either separately or 
along with an interim report or the 
dividend cheque. 

A warm welcome letter from the 
president to new shareholders can go 
a long way toward creating goodwill 
at the start. As it is quite possible 
that the new shareholder has not 
seen the latest company reports, it is 
a good idea to enclose with the letter 
a copy of the last annual report and 
the most recent interim report 


Annual Meeting as a Means 
of Public Relations 

The annual meeting provides one 
of the few opportunities for many 
shareholders to meet and talk to com- 
pany management. In view of this a 
good attendance of officers and other 


37 


management personnel is most desir- 
able. If shareholders are to be en- 
couraged to attend, consideration 
should be given in advance to their 
proper reception and comfort. If the 
meeting is held at the head office or 
plant of the company, interest can be 
created by inviting the shareholders 
to make a tour of the premises. The 
invitation should accompany the 
notice of meeting to enable the share- 
holder to allow for the time required. 
The tour must be well organized, 
with guides who are versed in the 
operation and capable of answering 
questions intelligently. 

At the annual meeting, the presi- 
dent or presiding officer has an excel- 
lent opportunity to inform sharehold- 
ers of the progress of the company 
since the close of the fiscal year, as 
well as of new developments and cur- 
rent trends. While the practice is not 
yet widespread, a number of com- 
panies print the president’s address, or 
even a complete report of the meet- 
ing, and send it to the shareholders. 
This brings about a closer relation- 
ship with absentee shareholders and 
maintains their confidence and good- 
will. 

The many ways of developing 
sound financial public relations can 
only be successful if they are sup- 
ported by a reputation for integrity. 
The integrity of a company and its 
management is the basic foundation 
of all good public relations. 











Accounting for Mine Prospecting 
and Exploration 


GEORGE A KILNER 


For soME obscure reason an aura of 
mystery seems to be centred around 
the financial statements of mining 
companies, whatever their stage of 
operation. This is by no means re- 
stricted to the so called “man in the 
street” but apparently equally besets 
many of the wizards of commerce 
and even some professional account- 
ants. 

From the accounting and auditing 
viewpoint, mining is not as complex 
as many would believe, but like other 
fields it does require a fundamental 
knowledge, understanding and appre- 
ciation of the business. It might be 
compared to a game of bridge in that 
it presents a continuing challenge to 
one’s ingenuity and some phase of 
almost every case calls for special 
consideration and treatment. 


The development stages of a 
mine may be summarized briefly. An 
individual or a group, interested and 
probably involved in the mining in- 
dustry, engages a prospector to look 
over the ground in an area that for 
some reason or other holds an appeal. 
Armed with the tools of his trade, in- 
cluding an appropriate selection of 
the scientific instruments of the day, 
the prospector gathers a crew and 
sets out. Assuming that he is success- 


ful in locating a promising property, 
he then recommends its further ex- 
ploration and the acquisition of its 
title or rights. This step requires the 
raising of the first important capital. 
The exploration of a property is 
designed to give the perimeter of 
an ore body, some indication as to its 
depth, the extent of the overburden, 
and, reasonably accurate estimates 
of the grade of ore, etc. from which 
initial calculations of the potential 
worth of the property can be made. 
With this information, the principals 
are in a position to compute the prob- 
able costs of extracting and convert- 
ing the ore to a marketable finished 
product and measuring costs against 
revenue to determine whether or not 
it is possible to establish a profitable 
venture. 


Preliminary Development 

If an affirmative decision is reach- 
ed, additional capital will be needed 
to finance the very important and 
critical phase of preliminary develop- 
ment. Although every precaution is 
taken, generally speaking, to assemble 
thorough and reliable information 
during the exploration of a property, 
it must be recognized that the pro- 
ject is still very much in the specula- 
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tive stage. All calculations to date 
are rough estimates at the best, many 
having been made without knowl- 
edge of actual conditions to be en- 
countered. In order to eliminate as 
many unknown factors as possible 
and ultimately assemble accurate 
and dependable estimates of revenues 
and costs, a program of preliminary 
development must be undertaken. 
This will involve the clearing and 
stripping of the property, removal of 
overburden, construction of tempor- 
ary roads and buildings and comple- 
tion of extensive diamond drilling 


from the surface. 


Preliminary development may be 
extended to include initial shaft sink- 
ing or the driving of an adit from 
which crosscuts can be made to the 
lode-bearing areas. From this lat- 
ter point further diamond drilling 
may be performed. All diamond drill 
cores must be meticulously logged as 
to exact location and those in ore 
carefully assayed to pinpoint the 
exact location, extent and value of the 
ore bodies. The geologists will exam- 
ine all drill cores to ascertain the 
structure of the rock and prepare re- 
ports on anticipated mining condi- 
tions. 

In a nutshell the main purpose of 
preliminary development is to estab- 
lish that sufficient reserves of ore of 
marketable quality do in fact exist 
and can be extracted and refined at a 
profit. Having negotiated this hurdle 
successfully, the management knows 
it has entered on relatively solid 


ground and can set about finding the 
money required to develop the mine 
to the production stage and to erect 
and equip the plant necessary for the 
treatment and refining of the ore. By 
this time, most financing problems 
have disappeared because the interest 
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and imagination of the public will 
undoubtedly have been fanned to 
fever pitch by publicity. It should 
not be too difficult to locate under- 
writers or other providers of funds 
ready, willing and able to climb 
aboard the bandwagon and supply 
the necessary capital. 


Of far greater importance is the 
work of planning, coordinating and 
carrying out the development and the 
construction programs to ensure 
steady and uninterrupted progress 
and more or less simultaneous conclu- 
sion on the target date set for the 
commencement of production. This 
is an intricate phase. Crucial fac- 
tors are the weather, means of trans- 
portation, hiring and boarding of per- 
sonnel, procurement of supplies, etc. 
Except for the fanfare usually attach- 
ed to the official opening, the produc- 
tion stage of a mine is rather an 
anti-climax, particularly when con- 
trasted with the flights and plunges 
of hopes during the period of explora- 
tion and preliminary development 
followed by the nightmares that are 
an integral part of the pre-operating 
development and construction. How- 
ever, production is by no means all 
“cakes and ale”. Problems continue 
but are somewhat changed in their 
nature. 

From the beginning, the account- 
ant and auditor will be called upon 
to play his part, and the road can be 
rocky or relatively smooth depending 
to a large degree on his attitude. If 
he tends to view matters with com- 
placency and decides that nothing 
can be done effectively until after the 
fact, then in all probability he will 
run headlong into trouble. If, on the 
other hand, he approaches the prob- 
lem constructively and plans along 
with the principals, then most of his 
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pitfalls can be avoided or at least 
minimized. The keynote of smooth 
and accurate accounting lies in a 
thorough understanding and appre- 
ciation of the immediate problems of 
the undertaking. It behooves the au- 
ditor to maintain contact with his 
client in order that mutual agreement 
is established and maintained. 


Prospecting 

In the early days of mining, pros- 
pecting was most frequently under- 
taken by an individual either in his 
own interest or under employment by 
others. Today the lone wolf opera- 
tor is a rarity. Travel by airplane 
and the invention of a variety of sen- 
sitive instruments have combined to 
enlarge the scope of prospecting so 
that the popular approach nowadays 
is toward team work. It follows that 
more ground is covered more thor- 
oughly in less time. 

Many of the operating mines carry 
on a regular prospecting program in 
the normal course of their business 
and employ a prospecting team for 
this purpose. They may even retain 
personnel on the payroll who are 
equipped to devote time during the 
year to prospecting. Such an opera- 
tion ordinarily presents no problem 
to the accountant and auditor since 
this is only one small phase of the 
overall business and the mine is in- 
variably searching for additional 
claims for its future use. The cost 
of unsuccessful prospecting is merely 
an expense as such in the profit and 
loss statement. In fact, when an in- 
teresting property is acquired through 
prospecting the actual costs of the 
venture are seldom capitalized on the 
rather sound theory that the holding 
is very nebulous in value and will 
probably remain more or less idle 
for a considerable period before any 
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further exploration or significant de- 
velopment is attempted. 


More interesting to the accountant 
is a syndicate of an investment hold- 
ing organization, a group of mining 
companies or of individuals formed 
to finance a prospecting program. Its 
object is invariably the location of 
promising properties which it might 
sell to an existing mining company or 
to a new company incorporated for 
the express purpose of exploring and 
developing the property acquired. 

The raising of funds is simple since 
the number of parties involved is ne- 
cessarily limited due to the extremely 
speculative nature of the undertak- 
ing. Each member of the syndicate 
merely contributes his share of funds 
according to the terms of the under- 
lying agreement. The working capi- 
tal is then deposited in the selected 
head office bank from which funds 
are drawn as needed to supply the 
imprest trust account at the bank 
nearest to the territory in which the 
prospecting team is working. The 
prospector will be authorized to draw 
on the trust bank account to meet the 
payroll of his crew and defray the 
operating costs. 


If the auditor is fortunate enough 
to have been notified of his appoint- 
ment at the birth of the syndicate or 
very shortly after, he should make his 
first appearance immediately to re- 
commend that the prospector be in- 
structed to submit payrolls and vou- 
chers covering all expenditures to- 
gether with bank statements current- 
ly (not less than once monthly) to 
head office for reimbursement. He 
should also ascertain that the pros- 
pector is properly advised concerning 
the withholding of all payroll deduc- 
tions at source. Nothing is more 
frustrating than to be handed a wad 
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of assorted payrolls, suppliers’ in- 
voices, trust bank account statements, 
etc., together with a sequence of can- 
celled head office cheques covering a 
six or seven month period that occur- 
red a half a year ago, with the com- 
forting assurance that “you will have 
no trouble in matching these up and 
preparing a statement for a meeting 
tomorrow afternoon — with unquali- 
fied report, naturally”. A word of 
warning is timely. He who wishes 
his road to be smooth must lay a 
sound foundation at the beginning. 
The present day prospector is, gen- 
erally speaking, quite capable of pro- 
ducing records as desired, but he is 
no mind reader and in all probability 
his forte is not accounting. 


The distribution of expenditures 
should be straightforward and lim- 
ited to principal classifications such 
as wages, cookery provisions, travel 
expense, supplies, expendable equip- 
ment, staking, assaying of samples 
and capital equipment. If the team 
is moving about in more than one 
territory in a season, separate ac- 
counts should be maintained in re- 
spect of each property. Because of 
the relatively high cost of air freight, 
much equipment is abandoned on the 
spot at completion of the project. 
The capitalized equipment therefore 
should be restricted to those assets 
of lasting value that can be brought 
out of an area for future use or re- 
sale. All other items, including tents, 
canoes, axes, shovels and even out- 
board motors, which will be aban- 
doned on the property, should be ex- 


pensed 

Assuming that an attractive proper- 
ty has been located, the syndicate is 
now in a position to receive some- 
thing for its efforts. The claims 
may be leased or probably sold out- 





right to an incorporated com any for 
exploration and development. It is 
customary to sell the claims for a 
combination of cash and capital stock 
in the purchasing company, turning 
over a percentage of the proceeds 
(popularly 74%) to the prospector as 
a finder’s fee. 


Exploration 

The first step up the ladder from 
prospecting to exploration rarely 
worries the accountant unduly since 
the undertaking remains in a rela- 
tively simple stage quite similar to 
that from which it just emerged. 
There are, however, a few new twists 
and terms. 

Depending upon the nature of the 
mining venture the enterprise may 
have full ownership of the property, 
a long term title to claims, or the 
mining rights with privilege of access, 
or a lease or perhaps an interest in 
claims with authority by agreement 
to explore, develop and mine. It fol- 
lows that where full ownership or 
clear title does not exist, the interest 
in the properties is invariably accom- 
panied by an underlying agreement, 
spelling out the terms and conditions 
of the rental, royalty or profit sharing, 
etc. payable. Mining claims may be 
unpatented or patented, and the 
necessary performance of work to 
convert from the initial to the pat- 
ented stage differs somewhat among 
the provinces and territories. In 
order that the accountant might en- 
sure that this asset is properly de- 
scribed in financial statements, both 
in the body of the balance sheet as 
well as by way of footnote if desir- 
able, it will be necessary for him to 
make painstaking reference to the 
minutes, formal agreements, registra- 
tion certificates, etc. Generally speak- 





42 





ing, legal counsel is employed to pro- 
tect a company’s interest in this con- 
nection and is prepared to confirm 
the actual status at any time with 
reasonable notice. 


After having dealt with that prob- 
lem successfully, the accountant is 
now in a position to take on the task 
of determining the value to be attach- 
ed to the property. There seems to be 
a never-ending assortment of “deals”, 
arrangements or agreements to test 
his imagination and inborn conserva- 
tive sense of propriety. He will like- 
ly think he is surrounded by a horde 
of unbounded optimists in the per- 
sons of the promoters, the vending 
prospectors, the financial sponsors, 
etc. All these will clamour in terms 
of millions on the one hand but keep 
a wary eye cocked to the impact of 
taxation by individuals having any 
personal interest. 


In practice it is quite common for 
an exploration and development com- 
pany to acquire mining claims by the 
payment of a combination of (a) a 
relatively nominal amount of cash 
and (b) a sizeable block of its cap- 
ital stock. The value attached to the 
cash portion of the payment presents 
no difficulty, of course, but the bal- 
ance may be inclined to ruffle the 
feathers a trifle. The capital stock of 
such a company is popularly created 
with a par value of $1.00 per share 
and enjoys the rather unique priv- 
ilege of being authorized for issuance 
at a discount that may be as much as 
99c per share. It is obvious that suc- 
cess or failure hinges on the ultimate 
proven value of the ore bodies con- 
tained in the claims, but at this 
stage that is a completely mythical 
figure. Consequently, whatever value 
is attached to the claims initially is 
bound to be either grossly overstated 
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or understated as the development 
progresses to confirm the occurrence 
of another dud, a marginal operator, 
a moderately successful mine or a 
bonanza. 

During recent years there has been 
a decided trend towards the policy 
of applying the same price per share 
to the capital stock issued for claims 
as that for which the initial issue is 
being offered to the public. There is 
much to be said in support of such 
procedure. However, individual cir- 
cumstances may suggest or even de- 
mand an alternative course and 
here the accountant and all other 
principals concerned should devote 
sufficient attention to the problem in 
order to assure that the best fit has 
been obtained. Whatever the basis of 
valuation adopted, the asset should 
be properly described in the balance 
sheet and the exact basis of valuation 
stated clearly. 

In the meantime, an alert and eager 
management will have left no stone 
unturned toward moving into produc- 
tion. With the aid of competent engi- 
neers, consulting geologists, etc., the 
exploration and preliminary develop- 
ment program will be mapped out; 
necessary personnel will be engaged; 
commitments will have been made 
for equipment, materials and sup- 
plies of endless variety. 


Adequate Accounting Records 

The accountant is now confronted 
with his first really important hurdle, 
and once again early action will un- 
doubtedly pay big dividends in the 
future. There is a natural inclination 
on the part of other professionals to 
minimize the need for adequate ac- 
counting supposedly for the sake of 
economy. Very frequently this at- 
titude has been abetted by the ac- 

















ACCOUNTING FOR MINE PROSPECTING 


countant’s failure from the beginning 
to impress forcefully upon the group 
the importance of accurate recording. 
It is not necessary for him to insist on 
the maintenance of extensive and 
complicated accounting distributions, 
but the records should provide an 
accurate up-to-date history of the cost 
of the various phases of work being 
performed, each properly described 
in its correct terminology, such as 
clearing, stripping, trenching, dia- 
mond drilling, temporary roads, tem- 
porary buildings, etc. 

It has been said that anyone who 
can distribute costs intelligently will 
make a good mine accountant, and 
this stage illustrates well the need for 
this ability. If accurate costs are to 
be attained, it is imperative that a 
timekeeper and a storekeeper should 
be included in the original field staff 
on the property in order that labour 
and material distribution controls will 
be reliable. The professional account- 
ant who seeks an opportunity for in- 
itial consultation and recommenda- 
tions along these lines will have little 
difficulty in aiding the management 
to avoid pitfalls of which they are 
probably unaware. 

Generally speaking, this is the most 
critical stage in the financing of 4 
mining venture. Substantial sums 
must be raised ordinarily from the 
public for an admittedly speculative 
investment, and consequently it is 
necessary to incur expensive admin- 
istrative charges for underwriting, 
commissions, promotional advertising, 
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etc. Every company wishing to offer 
its capital stock to the public must 
file a prospectus beforehand with the 
securities commission of the province 
in which the company is incorpo- 
rated. The prospectus must include 
a certified financial statement of very 
recent date (popularly not more than 
four months prior to the date of the 
filing of the prospectus), and the fi- 
nancial statement must comply with 
very specific requirements of the gov- 
erning securities commission. Com- 
plete and revealing information is de- 
manded, particularly in respect of the 
bases of valuation of assets; the con- 
sideration received for capital stock 
issued divided into cash, other assets, 
and services; a full recital of out- 
standing underwriting agreements; 
amounts paid for commissions on the 
sale of capital stock, etc. In their ac- 
counting or auditing aspects these 
transactions present few problems of 
serious nature as long as the account- 
ant exercises reasonable care to con- 
firm the facts and then express them 
clearly. 


Most of the criticisms directed 
against the financial statements of 
mining companies operating in the 
prospecting, exploration and prelim- 
inary development field can be elim- 
inated by the professional accountant. 
He only needs sufficient foresight to 
plan ahead, in collaboration with the 
many other “experts” involved, and 
to take a little extra care in the 
form and expression he uses in the 
statements issued over his name. 


Next month Mr. Kilner will discuss the subject of accounting 
for a mine in the construction and production stages. 








Recruiting Personnel for the Profession 


EDWARD C. WILBURN 


In considering recruitment and in- 
doctrination in an accounting prac- 
tice, the first thought that comes to 
mind is the problem with which Can- 
adian chartered accountants are faced. 
For the past few years there has been 
a serious shortage of applicants, and 
in the main the applicant can select 
from a number of firms, rather than 
the firms from a number of ap- 
plicants. This brings to light the im- 
portance of improving our recruiting 
techniques to create a greater interest 
in, and knowledge of, the profession. 
Steps in this direction have been tak- 
en by various Institutes, but still more 
effort is required if we are to have a 
complement of registered students, 
with superior potential, obtained by 
advanced staff selection methods 
from a large number of applicants. 


Ignorance of the Profession 

The university graduate of today 
who applies to become an articled 
student seems to have a reasonably 
good knowledge of the profession and 
the wide field open to him when he 
has completed his C.A. training. This 
knowledge has been gained from 
representatives of firms or Institutes 
who visit the universities and inter- 
view interested graduates. The con- 
tact made is, however, with those al- 


ready intending to enter the profes- 
sion and does not reach any who have 
not shown this interest. Probably we 
should go back to the high and public 
school stages to instil an awareness 
of chartered accountancy in younger 
students. 


Generally speaking, the high school 
graduate has a very limited knowl- 
edge of the opportunities open to 
him as a chartered accountant. When 
high school students are asked their 
reasons for choosing the C.A. profes- 
sion, many still mention a high stand- 
ing in mathematics as the deciding 
factor, although a sound grounding in 
English is a far more important re- 

uisite. 

To strengthen our recruiting pro- 
gram, members of the profession 
should give talks to student bodies in 
the public and high schools. The 
students will then have met a char- 
tered accountant and had an oppor- 
tunity to obtain first hand information 
about entering the profession. In ad- 
dition, school counsellors should be 
supplied with adequate informative 
literature, although the interest 
created by personal contact with 
members of the profession will far ex- 
ceed that generated by any volume 
of literature. 
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There is an ignorance of the profes- 
sion among the general public. More 
effort should be made by members to 
spread this knowledge within their 
communities. Once we have reached 
the required objective in this respect, 
we will have removed a major ob- 
stacle in our recruiting program. 


Training Period 


In the eyes of high school and 
university graduates, the length of 
the training period is a most import- 
ant consideration. The B.Com. grad- 
uate who just completed four years 
will be required to spend an addition- 
al three years of intensive study to 
become a C.A. The B.A. must spend 
four years. The high school graduate 
has the choice of commencing the 
C.A. five year course or going to uni- 
versity and then taking another three 
or four years, resulting in a seven 
year period of study. 

As a rule, if a student completing 
high school now wishes to enter most 
professions, he must attend a uni- 
versity for a number of years. Ac- 
countancy is the one exception in 
which he can obtain a theoretical and 
practical professional training during 
the course of his employment. If we 
were to carry out a sound recruiting 
program in our high schools, we 
could, in all probability, create a 
greater interest in the profession and 
thus increase the percentage of high 
school graduates who would enrol in 
university business and commerce 
courses with a view to proceeding to 
the C.A. course after graduation. We 
would also attract some of the above 
average high school graduates whose 
financial circumstances prevent them 
from going on to university. 

Although the period of training is 
of great concern to the potential stu- 


dent in accounts, it would not be ad- 
visable to reduce the requirements. 


Rates of Pay 

The problem of remuneration is 
generally of more concern to the uni- 
versity graduate since he is four years 
older and in many cases, unlike the 
high school graduate, does not live 
at home. 

There has been a rise in the rates 
of pay over the past few years, par- 
tially due to the great demand for 
suitable personnel. Generally speak- 
ing, students’ salaries have now 
reached an adequate level for their 
needs. The remuneration in the 
initial years of the course, however, is 
still considerably lower than the scale 
offered by financial and _ industrial 
concerns, but the accounting student 
receives valuable training on the job 
which he would not get elsewhere. 

A long range viewpoint on remun- 
eration must be developed in the 
minds of potential students. This 
should be emphasized in contacting 
high school groups so that interested 
students are made aware of the re- 
muneration they can expect after 
they have received their C.A. cer- 
tificates. 


Indoctrination Course 

The high school or university 
graduate entering the profession as 
an audit clerk usually stays in close 
touch for a limited period with his 
friends who have remained in school 
or college. The first year of articles 
is the most trying, and his impres- 
sions and attitude toward the profes- 
sion will certainly have an influence 
on his companions who will be grad- 
uating in a subsequent year. With 
this in mind, a firm or practitioner 
should give careful consideration as 
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to methods of indoctrinating an 
articled student to ensure that he 
enters professional life with as little 
adjustment as possible. 

A firm taking on several new stu- 
dents each year would do well to set 
up an introductory course of instruc- 
tion lasting two days to one week. 
The most advantageous course will 
be in lecture and discussion form, 
with a projector for point reference to 
working papers, forms, programs, etc. 

Its purpose is to lead students into 
public accounting by indicating the 
work and responsibility which will be 
expected when they undertake an 
assignment as a junior. Verification 
should be covered from the stand- 
point of both working papers and au- 
dit procedures. The student should 
gain an understanding of his duties 
as an audit clerk and also become 
acquainted with the profession in 
general. Below is a brief topical out- 
line of a course of indoctrination. 


Course Outline 
HisToricaL SURVEY 

The historical background of the 
provincial and Canadian Institutes 
with mention of the profession's role 
in the international sphere; the his- 
tory of the particular firm concerned. 


BASIC APPROACH 


The basic approach to auditing 
stressing a clear understanding of the 
objectives of every engagement, 
knowledge of the ways or means by 
which such objectives can be attain- 
ed, and imagination and resourceful- 
ness in the application of procedures, 
so that not only are results satisfac- 
tory but also that economical use has 
been made of the time consumed. 

This topic could also include ma- 
teriality in auditing, statement dis- 


closure, place of internal control, and 
the general policy of accepting clients 
within the framework of the code of 
ethics and the exercising of judgment 
and integrity. 


INTERNAL CONTROL 


Internal control to be studied un- 

der the following headings: 

(a) Purpose. 

(b) Component parts. 

(c) Relationship to audit program. 

(d) General instructions as to the 
preparation of an internal con- 
trol questionnaire. 

(e) Specific areas such as cash re- 
ceipts and disbursements, sales, 
etc. 


ANALYTICAL REVIEW 


A general summary of the nature 
and purpose of analytical review and 
its relation to the overall examination 
of the accounts. 


Avuprr WorkING Papers 


Projection of various working pa- 
pers on a screen with discussion un- 
der the following headings: 

(a) Purposes— 
Necessity to support conclusions 
reached. 
Information required for report, 
etc. 
Aid in handling of the work, or 
reviewing the work done. 
Use in subsequent audits. 
Requirements — 
Statement of extent of work 
done. 
Statement of definite conclusion. 
No unintended implications, no 
unwarranted inferences and no 
unanswered questions. 
Neatness and clarity. 

(c) Advance planning — 
Necessity to give consideration 
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to use of client’s papers or re- 

ports, or having the client pre- 

pare papers for use. 

Miscellaneous — 

Importance of full explanation 

of work done. Control of work- 

ing papers while on an engage- 

ment. 

Legal responsibility. 
VERIFICATION OF CASH BALANCES 

Detailed program for verification 
of cash balances. Discussion of act- 
ual fraud cases to impress on the 
mind of the student what he will be 
expected to watch for. 
The junior audit clerk will without 

a doubt be performing certain parts 
of this verification procedure. Time 
spent in explaining this aspect of the 
audit will benefit in the performance 
of subsequent duties. 


TEST OF TRANSACTIONS 


Detailed study of the nature of the 
work to be performed by the student 
in the first period of training. A gen- 
eral review of the more advanced 
procedures and the relation of tests 
of transactions to the audit as a 
whole. 


VERIFICATION OF ACCOUNTS RECEIVABLE 
Discussion under the following 
topical headings with emphasis on 
audit procedures generally to be per- 
formed by the new recruit: 
(a) Objectives of verification to de- 
termine authenticity, type and 
description, current or non-cur- 
rent, pledged, secured, etc. 
General pattern of verification, 
including internal control re- 
view, collectibility, tests of trans- 
actions and computation of turn- 
over rates. 
(c) Preparation for report presenta- 
tion and consideration of any 


(b) 


special balances for statement 
presentation. 


INVENTORIES 

(a) Objectives in inventory verifica- 
tion. 

(b) Basic steps in audit of inventor- 
ies, including review of internal 
control, inventory observations, 
confirmation of inventories in 
public warehouses, cut-off, turn- 
over, obsolescence, and clients’ 
representations. 

(c) Work generally assigned to 
junior accountants and proced- 
ure for inventory observations 
and test counts. 


PROPERTY ACCOUNTS 

(a) Objectives in verification, includ- 
ing existence and ownership of 
assets, propriety of accounting 
and appropriate classification 
and description. 
Basic steps in audit of fixed as- 
sets, including review of intern- 
al control, survey of plant, docu- 
mentary evidence of ownership, 
analysis of relative expense and 
income accounts and enquiry as 
to liens, etc. 

(c) Aspects of verification most fre- 
quently assigned to junior ac- 
countants. 


LIABILITIES 

(a) Objectives in verification to as- 
certain that recorded liabilities 
are correct, direct liabilities re- 
corded, proper classification and 
determination of contingent lia- 
bilities. 
General pattern of verification, 
including investigation of intern- 
al control, confirmation, search 
for unrecorded liabilities, in- 
vestigation of subsequent hap- 
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penings, letters from attorneys, 
etc., and liability certificates. 


PAYROLLS 

(a) Objectives in verification, to de- 
termine adequacy and accuracy 
of records and to detect fraud. 

(b) General program for verification, 
including investigation of in- 
ternal control, period compari- 
sons, approvals, mathematical 
testings, rate verifications, obser- 
vation of distribution and recon- 
ciliation of bank accounts. 

(c) Work allied to payroll verifica- 
tion, such as review of salary 
and wage expense accounts, con- 
sideration of distribution of pay- 
roll charges to inventory, prop- 
erty, etc., examination of accru- 
als and scrutiny of deductions at 
source. 


GENERAL DISCUSSION 

Consideration of attitude and con- 
duct of junior accountants, hours of 
work, preparation of time and ex- 
pense reports, routine procedures 
within the firm and general familiari- 
zation of the forms, programs, etc. 


Advantages of Course 

If each member of the firm leads 
the discussion on his special subject, 
it will not only give the new student 
a good grounding on which to start 
his duties, but will acquaint him with 


the individuals to be responsible for 
the supervision of his work. 

By such a course, the trainees will 
also have the opportunity to become 
acquainted with one another. This is 
of greater significance in a larger firm 
where it might be some time before 
students became acquainted with the 
entire staff. With this in mind a full 
staff gathering will aid towards gen- 
eral staff morale. 

The division of students into high 
school graduates and university grad- 
uates presents a problem. The latter 
may have accounting training and 
will be able to absorb a great deal of 
the information conveyed by the lec- 
turers. This will not necessarily be 
so for the high school graduate who 
has little, if any, accounting training. 
However, a good high school gradu- 
ate will be able to learn quickly. The 
queries he raises in subsequent 
months will indicate the extent to 
which he has grasped the course. 


Conclusion 

To ensure that chartered account- 
ancy gets its share of young men with 
above average capabilities and poten- 
tial) members must strive for recog- 
nition as a profession by the general 
public. They must also create an im- 
mediate sense of pride and satisfac- 
tion in the students engaged, so that 
their enthusiasm will in turn interest 
other young men. 





Edited by LAWRENCE G. MACPHERSON, F.C.A. 


Accounting Research 


STATEMENT OF SOURCE AND 
APPLICATION OF FUNDS 
Gertrude Mulcahy, C.A. 


In the last decade, the statement of 
source and application of funds has 
become well established as a useful 
document for managerial purposes, 
but its usefulness as an effective re- 
porting device has not as yet become 
generally recognized. Since this type 
of statement or analysis provides an- 
swers pertaining to business which 
cannot be obtained from the balance 
sheet and statements of profit and loss 
and surplus, accountants and analysts 
have, for a long time, urged that it 
should be included in all annual re- 
ports to shareholders. 

The funds statement is an import- 
ant device for bringing to light the 
underlying financial movements. It 
is not a statement of receipts and dis- 
bursements but traces the business 
activities for a specified period of 
time in terms of the impact on work- 
ing capital. The need for the inclu- 
sion of the funds statement in the an- 
nual report is based upon the inher- 
ent limitations of the income state- 
ment and of the balance sheet. While 
the former sets out the net results of 
the year’s operations, it does not show 
what has been done with the funds 
derived therefrom. The latter reports 
all recognizable resources, liabilities 
and shareholders’ equity as at a given 
time but does not trace the course of 
financing operations during the 
period or the use of the earnings cur- 
rently retained. Such information, es- 


Director of 
Research, C.1.C.A. 





sential to a proper understanding of 
the actual activities of a business, can 
be readily obtained from the state- 
ment of source and application of 
funds. 7 

At this time, it is not my intention 
to develop or comment on the general 
advantage which has been put forth 
in support of the inclusion of the 
funds statement in the annual report 
to shareholders. However, it is es- 
sential to point out that, from the 
point of view of presenting a clear 
picture of a company’s operating and 
financial policies and probable fu- 
ture policies, the source and applica- 
tion of funds statement ranks with the 
income statement and balance sheet 
in importance and usefulness. 


Use in U.S. and Great Britain 
Recent surveys of accounting firms 
and industrial corporations in the 
United States have indicated that the 
statement of source and application 
of funds is used extensively as an ex- 
ternal report. It has become an im- 
portant tool for managerial planning, 
control and reporting. Mr. J. J. 
Kempner, reporting on the results of 
a survey of the practices of some 90 
American accounting firms, noted 
that “A definite trend in the use of 
funds statement in the auditor’s long 
form report is evident over the past 
decade. Ten years ago about one- 
third of the audit reports contained 
a funds statement, whereas today 
over two-thirds of the reports include 
such a statement in one form or an- 
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other.” These proportions are not 
representative of published reports. 

Unfortunately, the trend in the use 
of the funds statement as an external 
report has not been nearly so pro- 
nounced. The statistical analysis in- 
cluded in the 1956 edition of “Ac- 
counting Trends and Techniques” 
shows that in the annual reports for 
1955, 181 of the 600 survey compan- 
ies (22%) included a statement of 
source and application of funds. This 
exhibits a slight increase in the ac- 
ceptance of this practice, the per- 
centage in 1950 being 19%. 

Mr. E. B. Palmer, commenting on 
the practice in Great Britain in March 
1954, noted that the statement of 
source and application of funds had 
not as yet received as much publicity 
in England as it had in the United 
States and that it had only recently 
been coming into use as a period 
statement for management, a synopsis 
of activities for shareholders, a sub- 
sidiary guide for the investigator and 
a method of budgeting cash require- 
ments. 


Canadian Practice 

In Canada, as elsewhere, recogni- 
tion of the statement of source and 
application of funds as an integral 
part of the annual report to share- 
holders is still in the initial stages of 
development. Although there has not 
been any indication of an outstanding 
trend towards the general acceptance 
of this reporting technique, it is en- 
couraging to note that each year 
more Canadian companies are pro- 
viding their shareholders with this 
type of statement or analysis. 

The following summary indicates 
the current progress that has been ex- 
perienced within the group of 300 
Canadian companies whose annual 


reports have been analyzed by the 
C.I.C.A. research staff. 


Reports Including Funds Statement 


No. % based 
Year Reports on 300 
MOS. patties. ia 44 15% 
Reg 8? aire as 49 16% 
RS Ol ess 55 18% 


To date, 275 of the 300 survey com- 
panies have submitted their annual 
reports for the 1956 fiscal year and, 
of these, 58 have included a statement 
of source and application of funds. 


A comparison of the actual com- 
panies included in the totals for each 
of the years set out above shows that 
7 companies who had not followed 
this practice in 1953 did so in 1954, 
and 2 companies who had presented 
a funds statement in 1953 did not do 
so in 1954. In 1955, 11 additional 
companies provided the shareholders 
with this type of information, but 5 
discontinued the practice. Of the 55 
companies conforming in 1955, 50 fol- 
lowed a similar procedure in 1956, 4 
discontinued, and one has not yet 
submitted its annual report for 1956. 
Of the 58 reports received to date for 
1956 which include a statement of 
source and application of funds, 8 
were issued by companies who had 
not included this information in 1955. 
Although the total net increase from 
1953 to 1956 is only 14, the above 
analysis of the changes from year to 
year in the actual companies shows 
that in the period a total of 26 com- 
panies have added their formal recog- 
nition of the importance of this type 
of disclosure in annual reports. 

As was to be expected, there has 
been considerable variation in the lo- 
cation, title and form in which the 
statement of source and application 
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of funds has been presented by Can- 
adian companies. In order to pro- 
vide an indication of some of these 
variations, a detailed analysis has 
been made of the practices followed 
in the 55 annual reports for 1955. 


LOcaATION 

In 29 cases, the analysis of source 
and application of funds was present- 
ed as a separate formal statement. 
Although in most instances these 
statements were set out immediately 
before or after the company’s bal- 
ance sheet and statements of profit 
and loss and surplus, there was no in- 
dication that the auditor’s expression 
of opinion could be interpreted as in- 
cluding the statement of source and 
application of funds. In the United 
States, the auditor’s opinion is some- 
times extended to cover supplemen- 
tary statements. In 24 cases, the 
statement was included in the direc- 
tors’ report, and in 2, it was set out in 
the financial review section of the 
report. 


TITLES 

The following is a breakdown of 
the titles and designations used to 
identify the statements of source and 
application of funds included in the 
annual reports for 1955. 


Title — Terminology 
Titles or textual remarks 


including the words: No. Cos. 
Source and application of funds .. 17 
Seurce and disposition of funds .. 4 
Application of funds ............ 4 
Sources and use of funds ........ 3 
Funds available and applied ...... 1 
ROerarne RNR phere esos sare heat i 1 
Total using word “funds” ..... 30 


Changes in working capital ...... 11 
Increases or decreases in working 
WINNT fo fis ent AHR NEN ee ai 8 
Receipts and disbursements of work- 
PNG CatNtNE 0: 555 lesen eet z 


Sources and use of working capital 1 


Total using words “working 


GME aise se ore es 21 
Profits applied ....... ns dis 2 
Application of profits .......... eS al 
Changes in financial position ..... . 1 

4 
MR ao nee 8 hate ac teers 55 


From the above analysis, it is ap- 
parent that the source and application 
concept of the funds statement was 
emphasized in 27 of the 55 cases 
(50%) by the use of these words or 
similar expressions in the title or de- 
signation. The word “funds” appear- 
ed in 54.5% of the titles and in all of 
these cases except 2, the term was 
used as synonymous with “working 
capital”. In both of these exceptions, 
“funds” was interpreted as including 
only cash and marketable securities, 
the changes in the other current as- 
sets and current liabilities being set 
out as items of source or application 
of funds. In both instances in which 
the designation “profits applied” was 
used, the statement started out with 
items classified as “funds provided”. 
From this was deducted the items of 
“disposition of funds” to arrive at a 
balance described as “balance repre- 
senting an increase in working cap- 
ital”. In the case in which “applica- 
tion of profits” was used, there were 
no designating captions for the vari- 
ous items. However, the source items 
and the application items were group- 
ed over sub-totals and the balance 
designated as “increase in working 
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capital”. The statement described as 
“changes in financial position” was 
also, in effect, a statement of factors 
increasing or decreasing working 
capital. The items were grouped un- 
der two headings “Sources of working 
capital” and “Disposition of working 
capital” with the balance being de- 
scribed as “increase in working cap- 
ital”. 

It is obvious from the above an- 
alysis and discussion that emphasis 
on flow of working capital holds the 
predominant position in the funds 
statement preparation. 


ForM 

The actual form of the statement of 
source and application of funds can 
be classified into three types: 

(1) Balanced form—in which sources 
are balanced against applica- 
tions of funds with the actual 
increase or decrease in working 
capital being included as an item 
of application or source respect- 
ively. 

(2) Report form, remainder type— 
in which the applications of 
funds are deducted from the 
sources with the remaining bal- 
ance reflecting the actual in- 
crease or decrease in working 
capital. 

Report form, reconciling type— 

in which the sources are added 

to and the applications deducted 
from the balance of working 
capital at the beginning of the 
period to arrive at the balance at 
the end of the period. “The re- 
conciling type is a rather recent 
innovation and may be expected 
to show an increase in the 
future. The advantage of this 
presentation lies in its ability to 
clarify the movement of funds. 


(3) 


The company begins its fiscal 
period with an opening funds 
balance; certain increases and 
decreases in the level of funds 
occur during the year; and an 
ending balance is presented at 
the close of the period.” 
Examples 1, 2 and 8 set out on 
pages 53-5 have been selected from 
actual financial reports to illustrate 
and contrast the three types of state- 
ments. 
The following summarizes the form 
of statement used by the 55 Can- 
adian companies: 


Form of Statement 


No. Cos. 
Balanced form ......... 15 
Report form, remainder type 33 
Report form, reconciling type a 
55 

In 60% of the statements, the re- 


port form, remainder type was used. 
In order to assist the reader in under- 
standing the significance of the bal- 
ance designated as an increase or de- 
crease in working capital, 9 of these 
33 statements provided a_ supple- 
mentary analysis showing the cal- 
culation of the working capital at the 
beginning and at the end of the peri- 
od. The difference in these two 
figures tied in with the balance in 
the funds statement. In 4 other cases, 
this balance was explained by a de- 
tailed summary of the increases or de- 
creases in the individual current as- 
set and current liability items, in the 
form of what some financial and ac- 
counting texts call a statement of 
changes in working capital. 


1 J. J. Kempner, Accounting Review, Janu- 
ary 1957. 
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Example 1 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for the year ended December 31, 1955 


Source of Funds: 


Net earnings before income taxes 


Depreciation 


Proceeds from sale of equipment, less profit thereon included above 


Application of Funds: 
Additions to fixed assets 
Dividends 
Income taxes 
Increase in working capital 


DETAILS 

Because of the diversity of circum- 
stances which result in a source or ap- 
plication of funds, the actual details 
of the statements varied considerably 
between companies. However, in 
most cases, the actual amount of de- 
tail was kept to a minimum. A 
definite preference was indicated for 
the presentation of a single net in- 
come figure with the add-back of de- 
preciation and other non-cash charges 
in the “funds provided” section of 
the statement rather than for the in- 
clusion of detailed operating data. 

Only 4 of the 55 statements con- 
tained a detailed listing of those op- 
erating revenues which provided 
funds together with those operating 
expenditures requiring application of 
funds. Under this technique the 
depreciation and other non-cash 
charges are eliminated from the 


statement completely. This form of 
presentation has been suggested as 
a means of avoiding confusion which 
might be caused by the “add-back” 
of charges not requiring cash outlay. 
However, the inclusion of detailed 
operating data makes the statements 


$3,247,614 
1,082,611 
18,271 


$4,348,496 


. $1,804,891 
625,000 
1,492,949 
425,656 


$4,348,496 





more difficult to understand. They 
become very lengthy and a reader has 
to go through the statement and pick 
out the various income and expense 
items, in order to arrive at a figure 
which represents the net funds de- 
rived from the company’s operations. 
If properly presented, there should 
be no confusion in the mind of the 
reader that the technique of adding 
back non-cash charges is simply a 
means of eliminating these charges 
from other operating expenditures in 
order to arrive at the funds provided 
by profits. 


In all of the remaining 51 state- 
ments, except one, the net fund de- 
rived from or applied by current op- 
erations before add-backs could be 
readily reconciled with the figures 
contained in the statement of profit 
and loss. Forty-two statements used 
the net profit figure as set out in the 
statement of profit and loss, 4 used 
net profit before income taxes with 
the income tax provision being set out 
as an item of application, 3 used a 
figure described as “retained earn- 
ings” which was equal to the net 
profit for the year less dividends paid 
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as set out in the earned surplus state- 
ment, and one used a figure described 
as “income before depreciation less 
adjustments to earned surplus” which 
was very easily computed by refer- 
ence to the profit and loss and sur- 
plus statements. In the one exception, 
the figure in the funds statement was 
described as “net profits and other 
revenues and charges after deducting 
income taxes”. This figure was slight- 
ly higher than the net profit set out in 
the statement of profit and loss, but 
no attempt was made in the report to 
explain the difference. 

There did not seem to be any 
standard treatment for the add-back 
of non-cash charges in these 51 state- 


' Example 2 


ments. In 8 of the statements, no 
add-back was necessary, either be- 
cause no current provision had been 
made for depreciation and no other 
non-cash charges existed (2 cases) or 
because the figure for income before 
depreciation had been used as a 
starting figure (1 case). The current 
provision for depreciation in one of 
the statements was included in an 
item of source described as “decrease 
in fixed and sundry assets”. No in- 
dication was made as to the propor- 
tion of this figure that represented an 
add-back of current depreciation. 

The following table summarizes the 
treatment of non-cash charges in the 
other 47 statements: 






STATEMENT OF SOURCE AND DISPOSITION OF FUNDS 
for year ended December 31, 1955 


Sources of Funds: 
Operations — 
Net profit for year 
Depreciation : 
Tax reductions arising from additional depreciation .. 
Proceeds of sale of common shares 





Disposition of Funds: 
New plant facilities 
Dividends on — 

Preferred shares 
Common shares 
Redemption of debentures 
Reduction in other assets 





Reduction in working capital 


Working Capital — 
January 1, 1955 . 
December 31, 1955 


Reduction 





. $ 5,471,290 
3,525,885 
4,510,000 


$13,507,175 
3,000,000 


$16,507,175 


hon gs . $14,811,649 

pe is et ae l 338,139 

atte waite 1,812,000 

PEE Ee ae 367,500 
eS ene eer (6,974) 17,322,314 








$ 815,139 








$13,809,585 
12,994,446 


$ 815,139 
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Example 3 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


for the year ended September 30, 1955 
(with comparative figures for the year ended September 30, 1954) 


Working capital at start of year .............. 


Add: Sources of working capital: 


PE UNE oes ek fh oe sb v's acne HEN BE 

Charges against profit not involving expenditure of 
funds in current year, including depletion, de- 
preciation and amortization of logging roads ... 


Proceeds of disposals of fixed assets 


Deduct: Applications of working capital: 


Expenditures on timber, fixed assets and timber 
development, including logging roads 
Expenditure, net, on investments and non- 


current receivables .............. 
Reduction of long term debt . 
Dividends ......... hah. 


Working capital at end of year 


Treatment of Non-Cash Charges 
No. Cos. 

Set out as separate items in source 

ERS Sey Se cs dc oeStgeu 35 
Set out as separate items — added 
back to net profit over a sub- 
total designated as funds de- 

rived from operations ........ 6 
Set out as separate items—added 
back to net profit over sub-total 
in the source section; no desig- 

nating description of sub-total.. 6 


—_—_— 


47 


From this breakdown, it is ap- 
parent that the predominant practice 


1955 
$13,084,926 


$ 3,686,156 


3,477,887 


$ 7,164,043 
113,185 


$ 7,277,228 


$ 3,606,930 


116,423 
447,000 
892,730 
$ 5,063,083 


. $15,299,071 





1954 
$11,883,571 


$ 2,185,725 


3,395,685 
$ 5,581,410 
190,621 


$ 5,772,031 


$ 3,183,780 


(79,104) 
666,000 
800,000 


$ 4,570,676 


$13,084,926 











is to present the add-back of non-cash 
charges as items of source rather than 
as an adjustment of the net income 
figure. 


In order to emphasize the non- 
cash character of these items, in 28 
of the statements the descriptions 
were expanded by the use of such 
phrases as: “charges to income which 
did not involve an outlay of cash’, 
“not involving cash payments during 
the year”, “not requiring a cash out- 
lay”, “not requiring the use of working 
capital”, “non-cash charges to profit 
and loss”, etc. In 19 statements, 
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designations such as “depreciation”, 
“provision for depreciation”, “amorti- 
zation of bond discount”, etc. were 
used without any further elaboration 


or explanations. 

A breakdown of the non-cash 
charges included in the statements 
discloses that, in addition to deprecia- 
tion, the following types of add-backs 
appeared: income taxes deferred to 
future years, depletion, amortization 
of bond commissions, amortization of 
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bond discounts and expenses, amorti- 
zation of logging roads, etc. 


Because of the exigency of space, 
the examples of actual statements 
selected are relatively simple and 
compact and do not reflect the wide 
variety of sources and applications of 
funds which are frequently found. 
They do, however, illustrate the vari- 
ous techniques used by Canadian ac- 
countants in this area of financial re- 


porting. 





AN INTELLECTUAL OCCUPATION 


As a fundamental, ours [accountancy] is an intellectual occupation and 
one of dignity. Its work must be done in such a way, and in such surround- 
ings, as to contribute to both of these. The income from practice should 
provide a comfortable office of such quality as to lend dignity to the opera- 
tion; an adequate library which, in the case of accountancy, is a rather large 
and expensive one; competent secretarial and clerical assistance; office ma- 
chines, etc. 

But above all, since this is an intellectual occupation, it must provide 
sufficient leisure for thought and advanced study. The period of study lasts 
throughout life, and the cost of pursuing it, whether measured in time or in 
out-of-pocket dollars, is perhaps the most justifiable part of the accountant’s 
operating expense. And again, because this is an intellectual occupation, the 
practice should yield financial returns to cover these things without the bur- 
den of excessively long hours devoted to work, and without the pressure of 
attempting too much work within any one hour, either of which impairs 
fatally the intellectual process. 

— From an address by Marquis G. Eaton, president of 
the American Institute of Certified Public Account- 
ants, in The Journal of Accountancy, June 1957. 
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Practitioners Forum 





EFFICIENT Use or Aupir STAFF’s TIME 


The talk given by Mr. C. K. Mac- 
Gillivray, F.C.A. of Hamilton, at the 
Ontario Institute’s 1956 conference 
provides the basis of this month’s 
column. The following comments are 
condensed from his talk. 

The growth problems of a small or 
medium-sized firm of chartered ac- 
countants, plus the need for provid- 
ing the academic training and prac- 
tical experience of students-in-ac- 
counts, may result in a tendency to 
overlook obtaining maximum reason- 
able efficiency from the work of the 
accounting and auditing staff. Ef- 
ficiency must be given careful atten- 
tion, as it affects the maintenance of a 
reasonable fee level, the salaries 
which the firm can afford to pay, the 
net income of the partners, and even 
the proper training of the staff itself. 
The principle of maximizing produc- 
tive time and minimizing unproduc- 
tive time should be kept continuously 
before all employees. 


Cooperation 

The most important element for 
success in time efficiency is coopera- 
tion. Unless the employees are im- 
pressed with the need, and are regu- 
larly striving to save hours, their 
time will not be used effectively. 
Great benefit can be derived from 
the latent effort and ability of all em- 
ployees, many of whom can make 
substantial contributions to efficien- 
cies and will do so if encouraged. 
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Importance of Senior Men 

The senior man in charge of each 
job has the greatest effect on the ef- 
fort, as he is in the best position to 
supervise job costs. Every senior 
should be coached carefully on time 
efficiency. He should have necessary 
knowledge of the terms of the en- 
gagement, the anticipated fee and the 
previous cost experience. Any firm 
that tries to keep its senior men in 
the dark as to its time records or basis 
of charging fees will handicap itself 
by not using all the talent which it 
has available. 

At the commencement of an an- 
nual audit, the senior in charge of the 
job should be furnished with the de- 
tails of time spent on the same as- 
signment for the previous two years. 
These figures should show the time 
spent, divided into the various per- 
sonnel cost classifications, and the 
total direct out-of-pocket expense. 
On new jobs or special engagements, 
a partner should advise the senior 
concerning the approximate fee en- 
visaged or time estimated. As this 
preliminary limit may change several 
times during the course of special 
work, communication between senior, 
partner and client is necessary if an 
understanding is to be maintained as 
to the contemplated fee. In this way, 
one large source of loss, the expendi- 
ture of time on work for which clients 
are not prepared to pay, can be 
avoided to a large extent. 

With a record of previous time or 
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a tentative forecast on new work, the 
senior has an objective on each job 
which challenges his ingenuity. He 
is anxious to make a good showing 
and will be constantly conscious of 
time costs. An incentive bonus sys- 
tem for senior men could be tied in 
part to their effectiveness in cost con- 
trol. 


Various Job Efficiencies 

The staff can economize on time in 
many ways. By planning and per- 
suasion, they can often arrange for 
a client’s staff to prepare schedules 
and do other preliminary work which 
otherwise would absorb the auditor's 
time. Junior clerks may have a tend- 
ency to work together, say at calling 
and checking vouchers, when they 
could perhaps accomplish more if one 
did the whole voucher task and the 
other some different item on the pro- 
gram. Whenever possible, the work 
assigned a man should match his 
qualifications and abilities so that 
senior or intermediate men will be 
kept off the less important details as 
much as is practicable. Advancing 
young students as rapidly as their 
abilities permit is also desirable. 

During outside assignments, visits 
to the office of the firm should be 
avoided as much as possible so as to 
limit unproductive time. Men in the 
field should go directly to clients’ of- 
fices at the commencement of the 
business each day whenever practic- 
able. The office hours of clients dur- 
ing summer and winter should be on 
file so that the audit staff can con- 
form with each particular client’s 
working hours. Juniors or even the 
mails can be used to send papers 
back and forth from the job to the 
office. 

The audit program and monthly 


tests may be arranged with a view to 
time saving or the performance of de- 
tailed checking in off-season periods, 
wherever it does not interfere with 
the effectiveness of the audit. The 
supervising partner, of course, should 
correct any over-enthusiasm by the 
senior which might tend to affect the 
adequacy of the audit, quality of the 
work, or proper training of the stu- 
dents. 


Work Planning 

There is also need for careful plan- 
ning of work in the firm’s own office. 
A weekly time plan is very essential 
for any firm with more than half a 
dozen employees. The larger firms 
might beneficially plot their work 
over a period of two weeks or longer. 
The assignments may be plotted in 
pencil on a broad sheet with columns 
for half-days of the week, with each 
partner’s and employee’s name listed 
at the side. The plan must be kept 
flexible to allow for jobs which take 
a longer or shorter time than antici- 
pated, and for unexpected work, ill- 
ness or other changes. No later than 
each Friday, the senior men should 
report their plans and staff require- 
ments for the coming week to the 
parmer in charge of the program- 
ming. The latter is then responsible 
for staff allocations and for seeing 
that all the personnel are most bene- 
ficially employed. He would try to 
have one or two men on jobs which 
were not urgent, in case they had to 
be transferred to jobs which were. 


Office Manual 

The preparation of an office manu- 
al with general rules of procedure, 
instructions for working papers, finan- 
cial statements and tax forms will re- 
move many uncertainties and speed 
up end results. In the long run, it 
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is well worth the initial time spent in 
its preparation. 


Filler Jobs 

One record which should be kept 
is a backlog of unassigned time. On 
this record will be entered work not 
booked for a specific date which may 
be done at almost any convenient 
time of the year, such as special short 
tests, surveys requested by clients, 
transferring old files or stripping old 
working papers. Whenever any mem- 
ber of the staff finds himself with free 
hours in view, he should at once re- 
port the situation to the partner re- 
sponsible, so that a selection of filler 
time to match his capabilities may be 
made quickly. 


Specialists 

The development of specialists, as 
well as attracting clients, brings fur- 
ther efficiency within the office. In 
place of individual digging and delv- 
ing by all personnel on such matters 
as sales tax, succession duties, busi- 
ness interruption insurance, the 
“specialist” on that subject can often 
quickly provide the answer. Even in 
a smaller firm with only three or four 
seniors, the allocation of specialized 
matters among them would be bene- 
ficial Each senior and graduate 
in the firm should choose a subject 
which he will study very fully and 
on which he will keep up to date, so 
that he will be well qualified to help 
other members of the firm and clients. 


Use of a Bookkeeper 

The use of a full time bookkeeper 
within the firm’s own office is a great 
time saver. In small and medium- 
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sized firms, a great deal of time is 
spent preparing and posting, adjust- 
ing, closing and reversing entries for 
clients. Having an employee in the 
office concentrate on this work when 
necessary will allow the field staff to 
press on quickly to more important 
work. Moreover, this will help over- 
come the current problem of shortage 
of students. The bookkeeper can be 
kept regularly employed if used on 
the firm’s own records, as well as on 
bookkeeping jobs for clients. It is 
also advisable to place the firm’s own 
financial year end in the quiet 
months. 


Various Other Factors 

It is desirable to remind clients fre- 
quently of the need to give adequate 
warning if they are going to make 
any special demands on the firm. 
Choosing appropriate financial year 
ends for new businesses and changing 
year ends of clients from December 
81 to any other date will promote 
more effective use of time. 

Other factors which affect the pro- 
ductivity of employees are careful 
staff selection, proper indoctrination, 
maintenance of morale, setting of a 
good example by senior men, and 
provision of adequate equipment and 
suitable working conditions within 
the office. 


* e e & 


The importance of using staff time 
efficiently is freely acknowledged. As 
Mr. MacGillivray has demonstrated, 
there are many aspects to consider 
and procedures to follow if the de- 
sired results are to be achieved. 


PRACTITIONERS FORUM ADVISORY PANEL 
G. H. Warp, Toronto (Chairman), GeorcE Ansott, Montreal, R. P. ALGER, Calgary, 
D. B. Davis, Kitchener, A. F. Gostinc, Moncton, N. C. Hacan, Moose Jaw, D. A. Ross, 
Calgary, W. L. C. Waxace, Vancouver. 





Tax Review 


OntTARIO CORPORATION TAXES 


On March 29, 1957, third and final 
reading was given in the Ontario 
Legislature to a bill entitled “The 
Corporations Tax Act, 1957”. This 
legislation re-established in Ontario 
corporation income and capital and 
place of business taxes, a field which 
had been “rented” to the federal 


government during the past five 
years. 

It is only possible in this review to 
discuss briefly some of the more 
salient features, and in particular cer- 


tain inconsistencies which presently 
exist in the rules of allocation as es- 
tablished by the federal government, 
the Province of Ontario and the Pro- 
vince of Quebec, respectively. There 
have been recent suggestions of prob- 
able changes in both the federal and 
the Province of Quebec rules, but un- 
til these changes are actually made 
corporate taxpayers transacting busi- 
ness in Ontario may be seriously and 
adversely affected by the variations. 
The comments which follow deal 
first with income taxes and second 
with capital and place of business 
taxes. It should be noted that the 
special business taxes on capital and 
places of business are only exigible 
to the extent that they exceed the 
corporation income tax payable. 


Income Tax 

The general scheme of the provi- 
sions relating to the Income Tax Act 
is clearly enunciated by the provin- 
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cial treasurer in his budget address, 

in the following words: 
“A new corporations tax will be 
introduced under which all corp- 
orations now taxable under the In- 
come Tax Act of Canada that 
transact business in Ontario will be 
taxed at the rate of 11% of the in- 
come they earn in this Province. 
The new rate will be effective 
January 1, 1957. The measure- 
ment of taxable income will be 
precisely as defined in the Income 
Tax Act of Canada. The alloca- 
tion of taxable income between 
Ontario and other provinces where 
the corporation concerned does 
business outside Ontario, as well as 
in Ontario, will also be as provided 
by the Income Tax Act and Regu- 
lations of Canada.” 


LIABILITY FOR TAX 
Every company which has a per- 
manent establishment in Ontario will 
be liable to pay the taxes imposed 
by the Act. The definition of per- 
manent establishment in the Act is 
similar to that now contained in the 
federal income tax regulations except 
for the following additional features: 
1. A permanent establishment is de- 
fined as including land. 
A corporation is deemed to have 
a permanent establishment in any 
jurisdiction where it has assets. 
. An office solely for the purchase 
of merchandise is deemed to be a 
permanent establishment. 


2. 





TAX REVIEW 


4. A corporation is deemed to have 
a permanent establishment at any 
location in Canada where it pro- 
duced, grew, mined, created, 
manufactured, fabricated, im- 
proved, packed, preserved or con- 
structed, in whole or in part, any- 
thing, whether or not the corpora- 
tion exported that thing without 
selling it prior to exportation. 

. A corporation is deemed to have 
a permanent establishment at the 
place designated in its charter as 
its head office. 


CALCULATION OF TAXABLE INCOME 
Generally speaking, the provisions 
for the calculation of taxable income 
are the same as those contained in 
the federal Income Tax Act. In ad- 


dition, there is a transitional provi- 
sion that, for purposes of determining 
loss carry-over amounts and tax-paid 


reserves, etc., the taxable income for 

years prior to 1957 will be as calcu- 

lated under the federal Act. Provi- 
sion has been made to prorate the 

profits of companies which have a 

fiscal year ending on a date other 

than December 31, so that only the 
proportion of profits earned from 

January 1, 1957 will be subject to On- 

tario income taxes. There are some 

notable omissions to the Ontario Act 
which, however, have limited appli- 
cation, for example: 

(a) Taxation of dividends paid out 
of so-called “designated  sur- 
plus”; 

(b) The cut-off at the end of 1949 
of net capital profits or losses in 
the determination of undistribut- 
ed income on hand. 

The regulations required under the 
Ontario Act regarding capital cost 
allowances, depletion, etc. are not yet 
available, but presumably they will 
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follow the pattern of the federal in- 
come tax regulations. 

It would also appear from the fore- 
going extract of the budget address 
of the provincial treasurer that uni- 
form rules, as between the federal 
and Ontario Government, are antici- 
pated by virtue of the statement that 
“the measurement of taxable income 
will be precisely as defined in the In- 
come Tax Act of Canada”. 


CALCULATION OF INCOME Tax 


The rate of income tax imposed is 
11%. This rate of tax is applied to the 
entire taxable income, except such 
portion as may be allocated to juris- 
dictions other than Ontario. The 
basis of allocating income is different 
from that prescribed in the federal 
regulations in the following respects: 
1. As already indicated, the defini- 

tion of permanent establishment 
in the Ontario Act differs, in some 
respects, from that contained in 
the federal regulations. 
Allocation of income on the basis 
of separate accounting, which is 
the primary basis of allocation for 
federal tax purposes, is not being 
recognized for Ontario tax pur- 
poses. 

. The general formula for allocation 
is the same as the alternative 
method allowed for federal tax 
purposes, viz the average of the 
ratios of gross revenue and salar- 
ies and wages in Ontario to total 
gross revenue and total salaries 
and wages respectively, but in ad- 
dition there are the following 
special provisions: 

(a) Where a corporation ships 
goods to a customer from a 
permanent establishment, the 
gross revenue is attributed to 
such permanent establish- 
ment. 
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(b) Where a corporation sells 
standing timber, the gross 
revenue from the sale is at- 
tributed to the permanent es- 
tablishment from which the 
standing timber was taken. 


(c) Where goods are shipped di- 
rectly from a corporation’s 
supplier to its customer, the 
gross revenue is attributed to 
the permanent establishment 
to which the person negotiat- 
ing the sale may reasonably 
be regarded as being at- 
tached. 


The provisions for the allocation of 
taxable income of special types of 
business such as insurance, banking, 
railways, etc. are the same as con- 
tained in the federal regulations ex- 
cept that there is an additional pro- 
vision for the allocation of income 
from the operation of ships. 


Investment companies and electric, 
gas or steam utilities are subject to 
the regular rate of income tax of 11%. 
The provisions regarding railways 
and crown corporations are similar 
to those contained in the federal In- 
come Tax Act. 


In the years 1947 to 1951 inclusive, 
mining and logging companies were 
allowed a special deduction from the 
income subject to Ontario corporation 
income tax in respect of the portion 
of their income taxed under the min- 
ing and logging tax acts, respectively. 
This deduction will no longer be al- 
lowed under the Ontario Corpora- 
tions Tax Act and mining and logging 
companies will be subject to the 11% 
income tax on all their income (sub- 
ject to a three-year exemption of in- 
come from new mines). The mining 
and logging taxes will now be allow- 
ed as a deduction from income for 


Ontario, as well as federal, corpora- 
tion income tax purposes. 


FEDERAL AND QuEBEC Tax CrepITS 
Under section 40 of the federal Act 
a deduction is allowed, from the tax 
otherwise payable by a corporation, 
equal to 9% of its taxable income 
earned in a prescribed province, and 
it may be assumed that this provision 
will be made applicable to Ontario 
taxes now that this province has re- 
entered the corporation tax field. 


The federal rules for determining 
the amount of taxable income earned 
in a province are set out in Part IV 
of the federal regulations. In de- 
termining the allocation of such tax- 
able income to the permanent estab- 
lishment in a province, the significant 
words are “reasonably attributable”, 
and it is understood that federal as- 
sessors give considerable weight to 
the sales effort in deciding to which 
establishment gross revenue shall be 
allocated. However, the Ontario Act 
provides that the origin of shipments 
shall determine the allocation of gross 
revenue and it will be seen that there 
can be materially different results in 
applying the federal and Ontario 
methods as now constituted. 

Similarly, there presently exists a 
sharp conflict in the Ontario and 
Quebec methods for, as stated, sales 
from a plant in Ontario will be con- 
sidered as Ontario sales under sec- 
tion 4(6)(a) of the new Ontario 
Act. Any such sales consigned to a 
customer residing in Quebec would 
be treated as Quebec sales under the 
present Quebec rules. 

If a company has permanent estab- 
lishments only in the Provinces of 
Quebec and Ontario, it is immaterial 
to which province gross revenue is at- 
tributed under the federal rules, as 
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the federal credit would be unaffect- 
ed thereby. Where, however, the 
business of the corporation is carried 
on in permanent establishments in 
other provinces, differences in allo- 
cation may well result in a tax dis- 
advantage. 

Of probable greater importance is 
the conflict between the Quebec and 
Ontario rules, under which corpora- 
tions doing business in both provinces 
may encounter additional provincial 
taxes considerably greater in amount 
than the two percentage points which 
Ontario has established over the Pro- 
vince of Quebec through the adop- 
tion of the 11% rate. 


Under section 12(4) of the Fed- 
eral Act a deduction from income is 
allowed in respect of provincial cor- 
poration taxes, which deduction is 
limited to the excess of the corpora- 
tion taxes and corporation income 
taxes paid to a province, over the 
greater of 9% of the taxable income 
earned in the province or such other 
percentage as is prescribed by regu- 
lation. While the regulations have 
not yet been issued, it is quite pos- 
sible that the deduction allowed in 
respect of these two Ontario taxes 
will be limited to the amount of cap- 
ital and place of business taxes that 
may be payable and will not include 
as an allowable deduction any of the 
additional corporation income tax 
represented by the extra 2% already 
referred to. 

There is no provision for an On- 
tario provincial credit in respect of 
foreign taxes paid on income subject 
to tax in Ontario. 


RETURNS AND PAYMENTS OF TAX 

The tax return required under the 
Act is due for filing six months after 
the end of the fiscal year. The esti- 
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mated tax is payable in four equal 
instalments on the fifteenth day of the 
fifth, eighth, and eleventh months of 
the fiscal year and on the fifteenth 
day of the second month following 
the fiscal year-end. If the tax is 
estimated to be less than $81, it 
may be paid in a single instalment on 
the fifteenth day of the second month 
following the fiscal year-end. Any 
balance of tax is payable with the 
filing of the return. There is a transi- 
tional provision that any payments of 
tax which would otherwise be due 
before May 15, 1957 are not due un- 
til that date. 


Capital and Place of Business Taxes 
The budget address of the provin- 

cial treasurer contained the follow- 

ing statement: 
“The province’s special business 
taxes on capital and places of busi- 
ness, which were in effect from 
1947 to 1951 inclusive, will be re- 
imposed at the same rates as ap- 
plied under the Ontario Corpora- 
tions Tax Act which was suspend- 
ed at the end of 1951, except that 
any corporation income tax pay- 
able to the province will be de- 
ductible from the special business 
taxes (excluding the insurance 
premium tax) otherwise payable, 
so that the amount of the special 
taxes (excluding insurance pre- 
mium tax) will be payable only to 
the extent that they exceed the 
amount of the Ontario corporation 
income tax to which the companies 
are subject. In effect, excluding 
the insurance premium tax, com- 
panies will pay an amount equiva- 
lent to the higher of the corpora- 
tion income tax or the special busi- 
ness taxes.” 
The general rate of capital tax is 
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1/20 of 1%. The definition of paid- 
up capital is similar to that contained 
in the previous Ontario Act, and al- 
lowance is made for paid-up capital 
allocated to other jurisdictions. The 
allocation of paid-up capital is based 
on the average of the ratios of gross 
revenue and salaries and wages in 
Ontario to total gross revenue and 
total salaries and wages respectively, 
except in the case of airline compan- 
ies where a special basis is pre- 
scribed. 

The general rate of place of busi- 
ness tax is $50, subject to the follow- 
ing exceptions: 

1. Where the taxable paid-up capital 
is less than $100,000, the place of 
business tax is 1/20 of 1% of the 
taxable paid-up capital, providing 
that the total of the capital and 
place of business taxes is at least 
$20. 

2. In the case of a non-operating 
company, with its head office in 
Ontario, or a mining company, un- 
der certain circumstances, the 
place of business tax is $20 and, 
in the case of certain organiza- 
tions exempt from income and 
capital tax, the business tax is $5. 

In addition to the general rates of 
capital and place of business tax de- 
scribed above, there are special taxes 
payable in the case of banks, rail- 
ways, telegraph companies, express 
companies, car companies and insur- 
ance companies similar to those pre- 
viously levied by Ontario. Ontario 


income tax payable is allowed as a 


credit against these special taxes ex- 
cept in the case of the premium tax 
on insurance companies. 

It should be noted that there is no 
provision for proration of the special 
business taxes on capital and places 
of business where the fiscal year of 
the company does not coincide with 
the calendar year. The full amount 
of tax will be chargeable in respect of 
any fiscal year ending after Decem- 
ber 31, 1956. 


SPECIAL CASES 
The following corporations are 
exempt from income and capital tax: 
Municipal authorities, municipal 
or provincial corporations, agricul- 
tural organizations, boards of trade 
or chambers of commerce, charit- 
able organizations, non-profit or- 
ganizations, mutual insurance cor- 
porations, credit unions, housing 
corporations, personal corpora- 
tions, non-resident-owned invest- 
ment corporations, foreign business 
corporations, cooperatives, pen- 
sion trusts or corporations, profit- 
sharing plan trusts, supplementary 
unemployment benefit plan trusts, 
farmers’ and fishermen’s insurers. 
Regular place of business tax is 
payable by municipal authorities, mu- 
tual insurance corporations, personal 
corporations, non-resident-owned in- 
vestment corporations, foreign busi- 
ness corporations and farmers’ and 
fishermen’s insurers. All the other cor- 
porations listed above pay a reduced 
place of business tax of $5. 
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Students Department — cucets'tricersiy” 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 


Intermediate Examination, October 1956 
Accounting II, Question 1 (10 marks) 


Compare a partnership with a limited company under the following 
headings: 
(i) Financing the business. 
(ii) Liability of members. 
(iii) Continuity of existence. 
(iv) Number of members. 
(v) Ownership and management. 


Note To StupEnts: Ignore any income tax considerations. 


A SOLUTION 
COMPARISON OF A PARTNERSHIP WITH A LIMITED COMPANY 


(i) Financing the business 

A partnership is financed by the individual partners, who are the 
main source of capital for the firm. In many instances credit is readily 
available because each partner is personally responsible for the debts of 
the partnership. In a company, certain strict legal requirements must be 
met before securities may be offered on the market. Once these require- 
ments are met, however, large sums of money may be raised from 
public sources by the issue of capital stock or bonds. 


(ii) Liability of members 
Each partner may be held responsible for all debts of the firm in a 
general partnership. In a limited partnership, the liability of certain 
of the partners is limited to their respective contributions of capital. A 
limited company, on the other hand, is considered to be an entity and 
as such is responsible for its own debts. Each shareholder is liable 
only for the cost of his shares. 
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(iii) Continuity of existence 

Because death, disability or the withdrawal of a partner terminates 
the partnership, the organization is less stable than a corporation. A 
limited company is not terminated by the death, disability or withdrawal 
of any of the shareholders. A limited company ceases to exist only 
when it is wound up under requirements set out by law. 

(iv) Number of members 

A partnership may consist of any number of members from two up, 
with each member being liable for the debts of the firm and also par- 
ticipating in the management of the firm. A company may have any 
number of shareholders from three up, but a company is managed by a 
board of directors usually comprising three to seven shareholders. These 
directors are, in turn, responsible to all shareholders of the company. 

(v) Ownership and management 

A partnership is owned and actively managed by the partners. The 
direct responsibility placed on each partner is conducive to the exercise 
of an individual's best effort and enterprise. The control of a partner- 
ship is, however, divided, with a consequent danger of disagreements in 
policy and administration. 

A limited company is owned by its shareholders and the manage- 
ment is in the hands of a board of directors who are responsible to the 
shareholders. The directors, in turn, delegate the administration of the 
business to its executive officers. 


PRCBLEM 2 


Intermediate Examination, October 1956 
Accounting II, Question 2 (12 marks) 


F Co. Ltd. operates a central warehouse and a chain of retail stores. A 
complete set of accounting records is maintained at the head office. Per- 
petual inventory records are kept at cost price for goods in central ware- 
house, and at retail price for goods at the stores. Goods are shipped from 
the central warehouse to the stores and charged to them at retail price. This 
price is calculated at a mark-up of 10%, based on cost, to give the wholesale 
price, and a further mark-up of 20%, based on the wholesale price, to give 
the retail price. 

Profit is determined separately for the central warehouse and for each 
of the stores. The stores remit cash to head office weekly together with a 
statement of unpaid credit sales. The books are closed quarterly. 


The following data relating to store A, which was opened on January 2, 
1956, is available for the quarter ending March 31, 1956: 


EL, SI ee $112,728 
Cash remitted to head office on account of 

store’s sales to March 31, 1956 .................... 90,896 
Store expenses paid by head office ..................... 8,500 


Store A reported that as at March 31, 1956, the outstanding accounts for 
credit sales amounted to $1,900. 
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Required: 

Journal entries on the head office books, complete with narratives, to 
record the above transactions and to show the warehouse gross profit and 
the retail profit for store A for the quarter ending March 31, 1956. 


A SOLUTION 


BOOKS OF F. CO. LTD. (HEAD OFFICE) 
Dr. Cr. 
1956 
Mar. 31 Inventory — store A. sc ikc clic ees ass pcvoneesc>, SLES 
Inventory — central warehouse ............ rr. $85,400 
Deferred profit — central warehouse ........ sae 8,540 
Deferred profit — store A .............. vF 18,788 
To record merchandise shipments to store A 
for quarter ending March 31, 1956. 
Warehouse mark-up 10% on cost. Retail 
mark-up 20% on wholesale price. 
Accounts receivable — store A ................... i 92,796 
Inventory — store A ......... paenan pects Sais 92,796 
To record sales for store A for quarter 
ending March 31, 1956 
Accounts receivable 31/3/56 ............ $ 1,900 
Ci I 5 Ps eee CLS ee ek 90,896 


8 


—_ 





3 


— 


Deferred profit — central warehouse ............... - 7,030 
Deferred: promt — store Ao... ce eee ss csetatats 15,466 
Profit and Loss — central warehouse ...... 7,030 
Profit and Loss — store A ............... atta oe 15,466 
To record earned portion of deferred profit 
on sales of store A for quarter ended 
March 31, 1956 
31 Bank Lebel iieee Vien, Be. REISS. 2 Pry BB. br acam's 90,896 
Accounts receivable — store A ............... 2 90,896 
To record collections'on account for 
store A for quarter ended March 31, 1956 
DNC = GON Be Gos RES e ualnsdetaawsi aw meine v5 3,500 
ee he A A Pin ae os er 3,500 


ended March 31, 1956 

Profit and loss — store A .................... Be Aces 3,500 
Expenses — store A ; 

To close expenses into Profit and loss 

account — store A, for quarter ended 

March 31, 1956 


3 


_ 


3,500 
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Examiner's Comments 

1. While the question stated that perpetual inventory records were main- 
tained, many candidates charged the retail value of shipments to “Store 
A” instead of to “Store A inventory”. 

2. A number of candidates assumed that the gross profit on warehouse 
shipments to the store was earned when the goods were shipped, rather 
than in the proportion of actual sales by Store A. 


PROBLEM 3 


Final Examination, October 1956 
Accounting II, Question 2 (14 marks) 


Q has asked for your assistance in calculating his income taxes payable 
for the year 1955. He gives you the following information: 
(i) Q was a partner in a business whose normal fiscal year ended on 
April 80. His share of the income for the fiscal year ended April 30, 
1955 was $18,100. 

(ii) On June 30, 1955, Q retired from the partnership. His share of 
the income of the partnership for the period from May 1 to June 
80, 1955 was $5,000. 

(iii) From July 1 to December 31, 1955, Q was employed as the general 
manager of a retailing enterprise at a monthly salary of $2,250. 

(iv) Q had also received the following income during 1955: 

Interest on Government of Canada Bonds ......... $1,000 
Dividends from Canadian Industrial Co. Ltd. ...... 1,700 

(v) Q is a married man, with three children aged 12, 19 and 21. The 
two oldest children are attending university and have earned $200 
and $800 respectively during the summer of 1955. His wife has 
no income. 

(vi) Q’s mother resides with him and he estimates that he contributed 
$600 towards her support in 1955. She has no income other than 
old age pension. 

(vii) During 1955, Q donated $2,500 to Canadian charitable organiza- 
tions for which he has receipts. 

(viii) During 1955, Q paid a total of $3,000 in medical expenses in con- 
nection with his wife’s illness. Additional expenses amounting to 
$1,500 had been paid by group medical plan, into which Q had 
paid $200 in 1955. 


Required: 

Your calculation of the minimum income tax payable by Q for the year 
1955. 
Editor’s Note: A table of federal tax payable by an individual at 1955 rates was pro- 
vided with the examination. The table included the following parts: 


(g) $2,220 plus 34% of the amount by which the amount taxable exceeds $10,000 if 
the amount taxable exceeds $10,000 and does not exceed $12,000. 
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(h) $2,900 plus 39% of the amount by which the amount taxable exceeds $12,000 if the 


amount taxable exceeds $12,000 and does not exceed $15,000. 


(i) $4,070 plus 44% of the amount by which the amount taxable exceeds $15,000 and 


does not exceed $25,000. 


A SOLUTION 
Q 


MINIMUM TAX PAYABLE FOR THE YEAR 1955 


Calculation of taxable income 
Income from partnership and employment 
(see note 1 below): 365/610 of $36,600 ................ 
Other income: 
PENNE EMCEE 5.53, ios rane os haus Hepa a where aveue . $1,000 
Dividends MUR Sy atte Slo pee tata, hee ONE meat ee. 1,700 


Net income ia ons Wh bi cee SAM aed oles bare at teed 


Deduct 
Personal exemptions: 
RENE Oot We ils ety Tee hit a tect $2,000 
a IGMEE OD, oco28oiiss sis <n cen ab aibuised <tees 150 
ONE ELA O PRMD ovis StS SKUs dn witha Roa 800 
NNN Fc tr A ade Rs lhe taal noah 400 
3,350 
Charitable donations (maximum) .............. 2,460 
Medical expenses 
PNONEIE MINN Oe sch ak agit I cc cw CGO 
ere) SPC, | a ee 738 
3,762 


ee a As ee ie Soe Bb dt 


Calculation of minimum tax payable 
(On the tat 915000 the: tak: i6:... cso oniswis dees ise. $ 4,070.00 
On the next 28 the tax at 44% is ............ re 12.32 


$15,028 
Surtax On iivesitinent income .....................4. 
Excess of salary earned by son over $750 ............ 





a 


Less dividend credit — 20% of $1,700 ........... 


EE EE IN aca. Ys he sveaccauhayncnlni@ighais 6 wks 
Special tax: 
Applicable on balance of income from partnership 
and employment (see note 2): 
PAD OPOUGE BOO Noo sie iee bce Bde svema vac $14,700 


Special tax is 3,792.32 
15,028.00 





KT aos seats Yreka 


NARI SAS TIAU AN ia cs sare ssctin view acacer se yas $ 


$21,900 


2,700 
24,600 





9,572 
$15,028 








4,082.32 


50.00 


4,132.32 
340.00 


3,792.32 
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Editor’s Notes: 
Note 1: Q’s income is distributed as follows: 


Partnership — 
April 30, 1954 to April 30, 1955 .................. 365 days $18,100 
April 30, 1955 to June 30, 1955 ............... ded “Bl ays 5,000 
23,100 

Employment — 
Salary June 30, 1955 to December 31, 1955 .......... 184 days 13,500 


IRIN UN Ps Oo an” Sly ce RC ca i 610 days $36,600 


Note 2: In order to pay the minimum tax, Q should elect to be taxed under section 
87(2) which provides for a normal tax on a portion of the income and a special tax 
on the residue. This section reads in part as follows: 


“(2) Where there would otherwise be included in computing the income of an 
individual for a taxation year under this Part 


(a) income from 
(i) a business of which he was the proprietor at a time when he did not carry 
on and was not a partner in any other business and was not an employee, or 
(ii) a partnership of which he was a member at a time when he was not a 
member of any other partnership, did not carry on any business of which 
he was the sole proprietor and was not an employee, 
for each of one or more fiscal periods ending in the year, and 


(b) income from any employment that was received after ceasing to carry on the 
business or withdrawing from the partnership, 

and the aggregate of the number of days in the fiscal periods with the number 

of days in the taxation year during which he was so employed after ceasing to carry 

on the business or to be a member of the partnership is greater than the number 

of the days in the taxation year, the following rules are, if the taxpayer so elects, 
applicable: 

(c) the taxpayer’s income from the business or partnership and the employment 
for the taxation year shall be deemed for the purpose of this Part to be the 
proportion of the aggregate of the incomes therefrom that the number of days 
in the taxation year is of the aggregate of the number of days in the fiscal 
period or periods plus the number of days in the taxation year during which 
he was so employed after ceasing to carry on the business or to be a member 
of the partnership; and 

(d) the taxpayer shall pay in addition to any other tax payable for the year a tax 
on the amount by which the aggregate of the incomes from the business or 
partnership and the employment for the taxation year exceeds his income from 
the business or partnership and the employment for the year determined 
under paragraph (c) equal to the proportion thereof that the tax payable under 
this Part for the year (other than the tax payable under this paragraph) is 
of his taxable income for the year when the amount included as income from 
the business or partnership and the employment is the amount determined 
under paragraph (c); 

but when a taxpayer elects to have those rules applicable for a taxation year, no 

amount is deductible under paragraph (e) of subsection (1) of section 27 in respect 

of the same business in computing his taxable income for the year.” 
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Examiner's Comments 
A considerable number of candidates were either unaware of the pro- 
visions of section 37 of the Income Tax Act or were unable to apply them 
correctly to the facts of this question. 


PROBLEM 4 


Final Examination, October 1956 
Accounting II, Question 3 (20 marks) 


J, the accountant of the B Co. Ltd., a manufacturing concern, has been 
asked by the board of directors of the company to prepare a budget for the 
forthcoming fiscal year. J has had very little experience in the preparation of 
budgets and has asked CA, the shareholders’ auditor, for advice. 

He asks CA the following questions: 

(12 marks) (i) What statements or schedules should J request from the 
various departmental managers and what information 
should be included in each of these? 

(4 marks) (ii) What statements would be included in the completed 
budget? 

(4 marks) (iii) What purposes does a budget serve? 


Required: 
The answers that CA would give to the questions asked by J. 


A SOLUTION 


(i) Statements required from the manager of each department 

(1) A schedule of estimated sales for the department, setting out: 

a) Sales by products in terms of both volume and price. 

b) Sales broken down by months and by products. 

c) Sales by territories. 

d) Sales by classes of customer. 

(2) A schedule of monthly estimated production within the department, 
setting out a plan of production to meet the requirements of the 
estimated sales and to keep up the inventory in quantities by products. 

(3) A schedule of monthly and total costs of production in the department, 
by products, setting out: 

a) Volume and dollar values of purchases of materials in order to meet 
the production schedule and maintain the inventories at a normal level 
while still taking advantage of discounts. 

b) Hours and dollar values of labour required to meet the production 
schedules, for each class of labour. 

c) Fixed factory service costs, and the basis of their allocation to 
production. 

d) Variable factory service costs which will be incurred in meeting the 
production schedules, by types of factory service, setting out the 
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basis of allocation to the various products with which the depart- 
ment is concerned. 

(4) A schedule of monthly and total distribution costs, by products, setting 
out for each product the cost of marketing the anticipated sales volume 
(selling, advertising, and delivery expenses ). 

(5) A schedule of monthly and total estimated administration and financial 
expenses in the form of a forecast of the costs necessary for the ad- 
ministration and financing of the enterprise. 

(6) A detailed schedule of proposed additions and betterments to be made 
to plant and equipment, specifying dates and estimated costs. 

(7) A schedule of monthly and total cash transactions. This schedule will 
include a forecast of the cash receipts and disbursements which will 
arise out of the scale of operations on which the budget as a whole is 
based, and which will provide for the necessary working capital, for the 
extensions and additions to long term assets, for the repayment of the 
company’s long term financial obligations, and for the payment of the 
proposed dividends. 

(8) Other information (from particular departments) : 

a) Data on the collection of accounts receivable. 

b) The terms of payment of accounts payable and payrolls. 
c) The company’s proposed dividend policy. 

d) A forecast of accrued and deferred charges. 

e) Details of income taxes and other taxes. 


(ii) Statements to be included in the completed budget 

(1) An estimated balance sheet as of the end of each month in the forth- 
coming business year. 

(2) An estimated statement of surplus for each month. 

(3) An estimated statement of manufacturing, trading, and profit and loss 
for each month. 

(4) A statement, by months, of estimated cash receipts and disbursements for 
the forthcoming year. 

(iii) The purposes of a budget system 

(1) It establishes a definite objective of performance for the enterprise. 

(2) It assists in the formulation of executive policies affecting future opera- 
tions. 

(3) It promotes cooperation in the acceptance of policies and the execution 
of plans. 

(4) It determines the limits within which expenditures must be kept. 

(5) It determines what funds will be required, when they will be needed, 
and from what sources they may best be derived. 

(6) It sets up a basis of comparison to show currently the degree and quality 
of actual operating performance relative to the budgeted estimates. 

(7) It indicates when and where changes must be made in current operations 
if the planned objective is to be realized. 
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PROBLEM 5 


Final Examination, October 1956 
Auditing I, Question 3 (23 marks) 


The comptroller of A Co. Ltd., incorporated under the Companies Act 
(Canada), has prepared the following draft of the condensed financial 
statements to be included in the company’s annual report for 1956: 


A CO. LTD. 


BALANCE SHEET 
as at July 31, 1956 








=——————S==_—_ 


1956 1955 
ASSETS 
Cash on hand and in bank ........ hte Be ads “ogee OS $ 129,500 
Accounts receivable ...... bathd Beds us niginn eaters 535,500 425,000 
j Provision for doubtful accounts ee .sasel 20000) ( 20,000) 
Inventories—lower of cost or market Be ce ox 350000 385,000 
} Marketable securities ............... 555 cd pices ea 500,000 650,000 
IN EIN 5 casters pc, 3 Weg as rss waa 8 En wae ee 80,000 55,000 
Buildings and machinery — cost .....................5-. 590,000 600,000 
Accumulated depreciation on buildings and machinery ......( 155,000) ( 120,000) 
Furniture and fixtures — cost .. ea alae eoeetnt Aaa .... 208,000 205,000 
Accumulated depreciation on furniture and fixtures . ....( 40,000) ( 35,000) 
$2,328,720 $2,274,500 
LIABILITIES 
Accounts payable ...... PMNS ea rie asain cote ae, uars age oe $ 350,000 $ 320,000 
Accrued liabilities ........ MO sate Oa 47,000 50,000 
Income taxes payable Cea US abe a atic Se ais ene aek Seno eae 70,000 49,500 
Bonds Guisamaine wk. ee ces Ee Na ber 450,000 300,000 
Capital stock—common ........... (ee sre aS 800,000 800,000 
—preferred ............ PLY a Oh A oll ed 200,000 400,000 
Feemied SUIpIOs .. 65... cess phe nines Sp SRE IOS .. 209,720 355,000 
MOR SUE 75 iz Beinn Gs Me oo ee ede d oh cee 202,000 
$2,328,720 $2,274,500 
STATEMENT OF PROFIT AND Loss 
for the year ended July 31, 1956 
1956 1955 
tte Me ee iran cis hina BGs a Re hoes Ce mee as ei er $1,548,000 $1,290,000 
CTU IEE MN ee nn ern te whe neues 1,212,500 970,000 
ee EE oes ce A ee oi eases ee $ 335,500 $ 320,000 
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Selling expenses ei SAR OSs PEAR ED PEN eI ei Sie $ 61,920 $ 51,600 
peepee tents SNUG oes a bk de ok wars ioeciseduwave 108,360 77,400 

$ 170,280 $ 129,000 
Net operating profit Ee reer eer Ye ee ee Ss $ 165,220 $ 191,000 
Investment income ............. Pei Le cise Rea hee 20,500 25,000 

$ 185,720 $ 216,000 
tes WR TRAIIEIE 5. bg Five Soe Sse Oe Wi Rot So RE ES 82,000 96,000 
Net profit carried to surplus pA eas te, Sa ei ceawers '@ SOB TZ $ 120,000 








STATEMENT OF EARNED SURPLUS 
for the year ended July 31, 1956 





Balance August 1, 1955 ........ DSO ieee tcrces cha tee SCs tie eR ..... $ 350,000 
Add: 
Pe OR SEIS TOUT ORI 6 os oe. ok dees eee peas BESS $103,720 
Profit on sale of securities ............. ete Pe, 55,000 
Adjustment of prior years’ taxes ............. eee 3,000 161,720 
$ 511,720 
Less: 
APCR MINE NEM ny hc 2 ek ee need 3% saveness .s SAOR000 
Transfer to capital surplus on redemption of 
preferred shares ........... PEM tok Roe a 202,000 302,000 
Balance July 31, 1956 .............. RE Te as . $ 209,720 
Required: 


Set out the significant changes reflected in the above financial statements 
to which CA, the shareholder’s auditor, would direct particular attention dur- 
ing the course of his annual audit of the accounts of A Co. Ltd. and, in each 
case, give the reasons why special attention would be necessary. 


A SOLUTION 


A CO. LTD. 
CHANGES IN FINANCIAL POSITION REQUIRING ATTENTION DuRING 
ANNUAL AUDIT 
for the year ended July 31, 1956 


1. Accounts receivable and related provision 

Accounts receivable have increased by 25% of the outstanding accounts 
as of the preceding year-end, though sales have increased by only 20% of the 
amount for the preceding year. Further, no change has been made in the 
provision for doubtful accounts. As of July 31, 1956, accounts receivable 
represent over four months’ sales, and the question of their collectibility 
should be raised. 
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2. Inventories 

Inventories have increased by 45% of the preceding year-end figure, al- 
though sales have only increased 20%. 

The inventory as of July 31, 1956 represents approximately five and one- 
half months’ supplies, compared with approximately four and one-half months 
for the preceding year. An inquiry should be made to determine whether 
the company has intentionally changed its policy about its inventory level. 

Quantities, prices and calculations of inventories should be watched 
because of the decline in the gross profit ratio. 


3. Marketable securities 
The company has sold a substantial portion of its marketable securities. 
Authorization for the sale and the receipt of the proceeds should be checked. 
The circumstances in which the exceptionally large profit on sale of se- 
curities was realized should be investigated. 


4, Land 
The company has acquired additional land during the year. Evidence of 
the purchase (i.e., the deed) should be examined. 


5. Buildings and machinery and related depreciation 

There has evidently been little change in this asset, although this point 
cannot be proved merely by looking at the balance sheet. The accumulated 
depreciation and the depreciation recorded in 1956 appear to be very low. 
The reasons for this should be determined. There is a net decrease of 
$10,000 in the asset balance, but no indication of a profit or loss on dis- 
posal. 

An inquiry should be made about the company’s position with respect 
to capital cost allowance for income tax purposes. 


6. Furniture and fixtures and related depreciation 

The comments above regarding buildings and machinery apply also to 
this asset. Depreciation is evidently being recorded at an unusually low 
rate, even lower than the minimum tax rate. Why? 


7. Income taxes payable 
Why is income tax payable at July 31, 1956 almost equal to income tax 
expense for the year? 


8. Bonds payable 

The company has issued further bonds during the year. The authoriza- 
tion for the issue and the receipt of the proceeds should be checked. 

There is no reference in the financial statements to bond discount, 
premium or expense. 


9. Capital stock — preferred 
The company has redeemed one-half of its preferred stock during the 
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year. The details of the redemption should be reviewed to see that the legal 
requirements were satisfied. 

The odd amount of the capital surplus balance created on the redemption 
of the preferred stock should be investigated. The par value, only, of the 
shares redeemed need be transferred from earned to capital surplus, and in 
this instance the extra $2,000 appears to be a premium on redemption. 


10. Sales and Cost of Goods sold 

Cost of goods sold has increased by 25% of the corresponding figure 
for the preceding year, and sales revenue has increased only 20%. This 
relationship is not necessarily out of line, but does invite some investigation, 
and should be brought to the attention of management. 

Gross profit has decreased from 25% to 22% of sales revenue, even though 
sales have increased. 


11. Administration expenses 

Administration expenses for the year ending in 1956 were 40% greater 
than the corresponding figure for the preceding year. The propriety of pay- 
ments charged to this expense should be scrutinized closely. The auditor is 
not so much concerned about the amounts of such payments as he is to see 
that they are properly authorized, that the payments are handled properly, 
and that the amount is correctly classified as administration expense. 


12. Investment income 


Investment income has decreased from $25,000 to $20,500. In view of 
the disposals of investments during the year, is investment income for the 
current year stated correctly? 


13. Adjustment of Prior year’s taxes 


An explanation of this adjustment should be obtained, and the entire 
tax position of the company examined. 


14. Dividends 


Profit for the year (not including profit on sale of securities) was 
$103,720, and dividends paid were $100,000. What is the company’s policy on 
the payment of dividends? 


15. Earned surplus 

The balance of earned surplus as of August 1, 1955 appearing on the 
statement of earned surplus does not reconcile with the balance appearing 
on the comparative balance sheet as of July 31, 1955. What is the ex- 
planation.? 





} 
| 





BY PETER C. BRIANT, B.COM.,C.A. 


Current Reading 





MAGAZINE ARTICLES 


ACCOUNTING 


“PriciNG FoR Prorir: A REVOLUTION- 
ARY APPROACH TO ReETAmL ACCOUNT- 
ING’ by Malcolm P. McNair and 
Eleanor G. May. Harvard Business 
Review, May-June, 1957, pp. 105-122. 

The conventional methods of retail 
accounting, with a system of percent- 
ages all related to net sales as 100%, 
are now inadequate, Professor Mc- 
Nair and Miss May tell us. The au- 
thors outline a series of “admittedly 
radical proposals” designed to restore 
to buyers their original status as mer- 
chants. The unity of the percentage 
system and thinking in terms of gross 
margin should now be given up, they 
say, in favour of focusing attention on 
dollar contribution and return on in- 
vestment. 

Required reading for department- 
store executives, this article outlines 
a system that is “management-orien- 
ted” rather than “accounting-orien- 


ted”. 


“ACCOUNTING MEASUREMENTS OF Eco- 
Nomic Concerts” by Norton M. Bed- 
ford. The Journal of Accountancy, 
May, 1957, pp. 56-62. 

A widely accepted definition of in- 
come is the one proposed by the 
economist J. R. Hicks to the effect 
that a man’s income for a week is “the 
maximum value which he can con- 
sume during a week and still expect 
to be as well off at the end of the 
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week as he was at the beginning”. 
This concept, originally applied to 
a person’s income, has come to be 
adopted by some writers as a con- 
cept of business income. But to ac- 
countants it has posed the difficult 
problem of what is meant by “as well 
off’. Does it refer, for example, to 
the maintenance of financial capital, 
physical capital, or capital in terms of 
dollars of constant purchasing power? 
Economists argue that income 
should be determined by comparing 
the present value of the stream of 
earnings of an enterprise at the be- 
ginning and end of a fiscal period, 
with the going-concern value of the 
enterprise included in the calcula- 
tions. In the interests of objectivity, 
etc., accountants have preferred to 
match revenues and historical costs. 


In “Accounting Measurements of 
Economic Concepts”, Mr. Bedford 
analyzes some of the areas of dis- 
agreement between the two profes- 
sions, and suggests that the differ- 
ences may not be as significant as 
they are sometimes assumed to be. 


“ARE THERE ANy ACCOUNTING PRIN- 
cipLEs?”, by Sir A. A. Fitzgerald. 
The Accountants’ Journal, January- 
April, 1957, pp. 198-327 (in four in- 
stalments ). 

Sir Alexander Fitzgerald, the emi- 
nent Australian accounting professor, 
calls on the profession to start de- 
veloping a theory that distinguishes 
between foundations and superstruc- 
ture. In the past, he says, “great 
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damage was done and great hin- 
drance [in the development of ac- 
counting theory] resulted from an ini- 
tial confusion between principles on 
the one hand and detailed procedures 
or techniques on the other.” The use 
of the word “principles”, in the sense 
of governing rules of conduct, he 
finds to be clearly inappropriate when 
applied to the pronouncements of the 
professional accounting institutes and 
associations. “What are described as 
principles,” writes Sir Alexander, “are 
often found, on closer examination, 
to be a mixture of basic assumptions 
or postulates, conventional practices, 
doctrines or beliefs that certain prac- 
tices should be followed, standards of 
good practice, and recommended pro- 
cedures. To describe all of these as 
principles is to confuse foundations 
and superstructure.” 


Notwithstanding the tremendous 
advances in accounting theory in the 
last 25 years, Sir Alexander would 
have the search for basic assumptions 
and concepts intensified; for, until 
these are clearly stated, he writes, it 
will not be possible to develop sys- 
tematic and coherent standards of 
practice. Merely describing what is 
acceptable current practice is not 
alone sufficient. “Let it be frankly 
recognized,” says Sir Alexander, “that 
the structure of accounting theory 
has not yet been erected. We are 
still at the stage when we are not suf- 
ficiently certain about the solidity of 
the foundations. The work of re- 
search committees of the professional 
accounting bodies is not yet finished. 
It has hardly begun, and we will not 
be ready to lay down principles of ac- 
counting or even inflexible standards 
of practice until we have much more 
thoroughly explored the ground upon 
which the superstructure is to be 


raised. Perhaps we shall find that ac- 
counting, as a service to the business 
and to the community, must avoid in- 
flexibility at all cost and must adapt 
itself continually to changing condi- 
tions and expanding demand. This, 
of course, is not to say that research 
in accounting is doomed to be fruit- 
less; it is to say that it will never be 
finished unless progress in account- 
ing is to come to an end; and that ac- 
counting research must always go 
much deeper than mere exposition of 
current practice... .” 


“INCOME TAXES IN FINANCIAL STATE- 
MENTS’ by Maurice Moonitz. The Ac- 
counting Review, April, 1957, pp. 
175-183. 


One of the contentious features of 
Bulletin No. 10, entitled “Deprecia- 
tion, Capital Cost Allowances and 
Income Taxes”, is the suggestion that 
a deferred credit should be reportea 
when the tax charged against income 
for a year exceeds the actual income 
tax liability for that year (the differ- 
ence resulting from a company’s 
claiming for tax purposes an amount 
greater than the depreciation record- 
ed in the accounts). 

In “Income Taxes in Financial 
Statements”, Professor Moonitz con- 
siders the problem, and concludes 
that the excess accrual should be 
shown as a current liability labelled 
“income tax payable in the future”. 
This amount, he suggests, should sub- 
sequently be transferred to “income 
tax payable”, when the depreciation 
change in the books later exceeds the 
amount allowed for tax purposes. 


In the opposite case, where net in- 
come, before tax, per the books is 
less than taxable income, Moonitz 
would record in the income account 
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an income tax charge at current rates 
on net income per the books. A 
credit for the additional actual tax 
liability would be matched by a debit 
to “prepaid tax on deferred credit” 
(where a deferred credit has been in- 
cluded in revenues for tax purposes ) 
or to “prepaid tax on expense” (where 
a current revenue deduction has been 
deferred for tax purposes). At a 
subsequent date, when taxable in- 
come is less than net income recorded 
.in the books, an appropriate part of 
the balance in the “prepaid tax” ac- 
count would be used to reduce the 
credit to “income tax payable”. 

“Let the tax follow the income” 
sums up the principle followed and 
illustrated in this article. 


“MACROACCOUNTING AND SOME OF ITS 
Basic ProsieMs” by A. C. Yu. The 
Accounting Review, April, 1957, pp. 
264-272. : 
Professor Yu puts his finger on one 
of the outstanding weaknesses in ac- 
counting education today. Account- 
ing students in almost all universities 
are plunged directly into the prob- 
lems related to financial accounting, 
with no attempt made to indicate to 
them how accounting pervades the 
whole of man’s economic activity. 


Borrowing terms from economics, 
“microaccounting” may be used to re- 
fer to the accounting for individual 
enterprises and institutions; “macro- 
accounting”, to the accounting for a 
community, a region, an economy, or 
the world as a whole. To expose our 
students to “microaccounting” only 
amounts to placing an unreasonable 
restriction on the scope of our sub- 
ject. The accounting that deals with 
the aggregation of individual eco- 
nomic units is left to the departments 
of economics, in which it is usually 
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taught very badly by instructors lack- 
ing a familiarity with even the simple 
rules of debit and credit. The proper 
job of instructors in economics is not 
to teach macroaccounting, says Pro- 
fessor Yu, but to show their students 
how to utilize and analyze the data 
so derived. 


Professors of accounting should 
keep a note of Professor Yu's closing 
comment on their desks: 


“To train accounting students only 
in the field of microaccounting 
with the object of making profes- 
sional accountants out of them is to 
lose sight of the true meaning of 
college education.” 


EDUCATION 


“THE TRAINING AND EDUCATION OF 
ENTRANTS TO THE ACCOUNTANCY Pro- 
FESSION IN OTHER CounrTRiEs’, by 
Robert Browning and W. L. Barrows. 
The South African Accountant, 
March, 1957, pp. 14-24. 


These are the first of a series of 
articles outlining the methods used in 
English speaking countries to train 
and educate entrants to the account- 
ing profession. Mr. Browning re- 
ports on the present position in Scot- 
land, and touches on some changes 
proposed by a Special Committee of 
the Council set up in 1953 to consider 
the subject. Mr. Barrows deals with 
accounting training in England and 
Wales. The syllabi of both Institutes 
are presented in full. 

Scottish students, reports Mr. 
Browning, receive their formal edu- 
cation through evening classes con- 
ducted by the Institute and given by 
partners of firms in public practice. 
He believes that this system has prov- 
ed to be superior to correspondence 
courses. In England and Wales, on 
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the other hand, the Institute does not 
consider that the body setting the 
examinations should also provide tui- 
tion. Taking no formal part in the 
theoretical training, it relies on a 
small number of tutorial schools to 
prepare its students for the examina- 
tions. 

In Canada, with some exceptions, 
we have combined what would seem 
to be, from the British viewpoint, the 
least satisfactory feature of each ap- 
proach. Our Provincial Institutes di- 
rectly concern themselves with a stu- 
dent’s theoretical training and require 
him to take specified correspondence 
courses. 

There is something to be said for 
the English method. Competition 
among the various correspondence 
schools tends to compel them to 
maintain a high quality in their 
courses and to keep them up to date. 
Nevertheless, it is doubtful, in this 
reviewer's opinion, whether any cor- 
respondence course, however good, 
can fully compensate for the loss of 
personal contact established between 
instructor and student through regu- 
lar attendance at classes. 


Notable in the curricula of both 
British Institutes is the emphasis 
placed on law. Under its revised 
program, the Scottish Institute exam- 
ines solely in law and economics in 
the third year of the course. Its 
Special Committee recently recom- 
mended that apprentices be granted 
a leave of absence for “one academic 
year” during the third year of the 
five year apprenticeship to attend 
university classes in accounting, eco- 
nomics and law, passes in law and 
economics exempting the student 
from further examination in these 
subjects. The Institute in England 


and Wales has reviewed its method 
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of training in the last few years, but 
Mr. Barrows does not foresee any ma- 
terial changes being made in a pat- 
tern that has remained virtually un- 
changed for 70 years. 

Both bodies hold their examina- 
tions twice a year. Students in Scot- 
land generally receive one week’s full 
time leave of absence to prepare for 
the intermediate examinations and 
up to three weeks for the finals. In 
England and Wales, the principal is 
required under the articles to allow 
the articled clerk to have at least one 
month of study leave prior to each 
examination. 

One novel feature in England and 
Wales merits some consideration in 
Canada. Each successful candidate 
in the intermediate examination is in- 
formed of the place he took, as it is 
believed that this information may be 
of value to him in preparing for the 
finals. Simple to implement, and pos- 
sibly useful to the student, we ought 
to try this out, for ours are, after all, 
competitive examinations. 


PROFESSIONAL 

“PENSION POLICIES FOR THE SELF-EM- 
PLOYED by R. W. Abbott. The Ac- 
countant, April 6, 1957, pp. 383-384. 

This article contains some words of 
advice for practitioners who, for the 
first time, may be providing for their 
old age through an insurance com- 
pany policy now that it is possible to 
provide for retirement on a tax-free 
basis. 

A comparative study of the various 
life office terms should always be 
made, writes the author, who is an 
actuary, for it would be difficult to 
find any two offices whose rates and 
policy conditions were identical. The 
differences, he warns, may redound 
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to the advantage or disadvantage of 
the policy-holder. 

The best scheme, in Mr. Abbott’s 
view, is where the governing body 
establishes a trust for its members 
and re-assures the benefits provided 
by the trust with a selected panel of 
insurance companies. 

Flexibility, pension age, widows’ 
pension benefit, and investment trust 
contracts are four features he thinks 
merit careful study in each life con- 
tract considered by those unable to 
take advantage of the facilities of a 
trust. 


BOOK REVIEW 
“Standards of Education and Experi- 
ence for Certified Public Account- 
ants”; published for the Commission 
on Standards of Education and Ex- 
perience for Certified Public Ac- 
countants by The Bureau of Business 
Research, University of Michigan, 
Ann Arbor, 1956; pp. (XXIII) and 
151; $2.50. 

The Commission on Standards of 
Education and Experience for Certi- 
fied Public Accountants was formally 
created by the American Institute of 
Certified Public Accountants in April 
1952 for the essential purpose of 
formulating standards of education 
and experience which could be con- 
sidered desirable prerequisites for 
state certification as a C.P.A. “The 
Commission is primarily concerned 
with the preparation of individuals 
for public practice as C.P.A.’s and 
with the process by which the indi- 
vidual is designated as a C.P.A.” 

The first two chapters of this book 
give an excellent background to the 
subject by reviewing the professional 
practice of C.P.A.’s in all its aspects 
as a profession and by describing the 
legal regulation of public account- 
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ancy in the United States. The next 
three chapters deal with the educa- 
tional facilities for C.P.A.’s, the ex- 
perience requirements and the struc- 
ture of the present C.P.A. examina- 
tion. The final chapter summarizes 
the Commission’s findings and recom- 
mendations. 

It is interesting to find that laws 
governing the profession in New York 
State date back to 1896 and that, as 
early as 1917, the American Institute 
developed a uniform examination 
which is now used universally in the 
U.S. They are now striving for uni- 
formity in education and experience 
requirements in order to achieve in- 
terstate reciprocity for the profession. 

It is very apparent from reading 
the chapter on educational facilities 
that more and more emphasis is be- 
ing placed on a college education as 
a prerequisite to obtaining the C.P.A. 
certificate. 

The Commission’s basic recommen- 
dations for the preparation of individ- 
uals for entry into the profession in- 
clude the following: 


1. College graduation is essential. 

2. A qualifying examination to test 
the college graduate’s aptitude is 
desirable. 

3. The establishment of professional 
academic programs in schools of 
business administration. 

4, The inclusion of an “internship” 
program as part of the educational 
requirement. 

It is interesting to note that the 
book includes statements of dissent 
by four prominent members of the 
Commission, thus pointing up the fact 
that there is not complete unanimity 
of thought on this subject. 

R. C. Berry, C.A., 
Toronto, Ontario 








Alberta 


Williams, Roberts & Co., Chartered, Ac- 
countants, announce the retirement from 
partnership of J. D. Williams, C.A. The 
practice will be carried on by Lome R. 
Roberts, C.A., Harold G. Gibson, C.A. and 
Hugh L. Fraser, C.A. under the name of 
Roberts, Gibson & Fraser, Chartered Ac- 
countants, with offices at 513 Lougheed 
Bldg., Calgary. 

Francis Gordon-Cooper, C.A. and Hugh 
L. Fraser, C.A., announce the dissolution of 
the firm of F. Gordon-Cooper & Co., Chart- 
ered Accountants. This practice has been 
merged with that formerly carried on un- 
der the name of Williams, Roberts & Co., 
and will be continued under the firm name 
of Roberts, Gibson & Fraser, Chartered Ac- 
countants, with offices at 513 Lougheed 
Bldg., Calgary. Francis Gordon-Cooper, 
C.A. will be associated with the new firm 
in a consulting capacity. 

Alexander Kennedy Miller & Co., Chart- 
ered Accountants, announce the removal 
of their offices to 204 Financial Bldg., 
10621 — 100th Ave., Edmonton. 

Gordon F. McClary, C.A. announces the 
removal of his offices to 10019 — 103 St., 
Edmonton. 


British Columbia 

Campbell, Shankland & Yolland, Chart- 
ered Accountants, announce the purchase 
of the accounting and auditing practice of 
Donald A. Wilson, Certified General Ac- 
countant. The practice will be conducted 
at 1442 Bay Ave., Trail. 

O. R. McConnell, C.A. announces the 
opening of an office for the practice of his 
profession at Box 819, Hope. 
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George B. Holt, C.A. announces the ad- 
mission to partnership of Ronald G. Cam- 
pion, C.A. Henceforth the practice of their 
profession will be conducted under the 
firm name of Holt, Campion & Co., Chart- 
ered Accountants, with offices at 1012 
Douglas St., Victoria. 

David W. Ellis, C.A. announces the 
opening of an office for the practice of his 
profession at 745 West Broadway, Van- 
couver. 


Manitoba 

David A. Holman, C.A. has been ap- 
pointed assistant executive director of the 
Community Chest of Greater Winnipeg. 

David Young, C.A. has been appointed 
to the board of directors of the Dryden 
Paper Co. Ltd., Winnipeg. 

T. B. Hendry, C.A. was the winner of 
the annual short story contest held under 
the auspices of the Winnipeg branch, Can- 
adian Author’s Association. 


Ontario 

W. W. Richardson, C.A. has been ap- 
pointed a director of Adhesive Tapes Can- 
ada Ltd. and Sellotape Canada Ltd., 
and continues as comptroller of E. S. & A. 
Robinson (Canada) Ltd., Toronto. 

Barry G. Jones, C.A. has been appointed 
comptroller of the United Community 
Fund of Greater Toronto. 

R. D. Armstrong, F.C.A. has been ap- 
pointed vice-president, accounting and fi- 
nance, of Canadian National Railways, 
Montreal. 

Brian H. Shelley, C.A. has been appoint- 
ed secretary-treasurer of The Southam 
Co., Ltd., Toronto. 
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Ivan S. Gray & Co., Chartered Ac- 
countants, announce that henceforth their 
practice will be conducted under the firm 
name of Gray, Butcher, Frost & Smith, 
Chartered Accountants, with offices at 185 
Bay St., Toronto. 

R. W. Meanwell, C.A., R. A. Goodwin, 
C.A. and W. M. Stoneman, C.A. announce 
the formation of a partnership for the prac- 
tice of their profession under the firm name 
of R. W. Meanwell & Co., Chartered Ac- 
countants, with offices at Canada Trust 
Bldg., Windsor. 

Matthews Brothers, Partridge & Co., 
Chartered Accountants, announce the re- 
moval of their office to Imperial Oil Bldg., 
111 St. Clair Ave. W., Toronto. 


Kemp & Birnie, Chartered Accountants, 
announce that heneeforth their practice will 
be conducted under the firm name of Kemp, 
Birnie, Britchford & Co., Chartered <Ac- 
countants, Nassau, Bahamas. 

R. Campbell, C.A. has been appointed 
vice-president — finance of Falconbridge 
Nickel Mines Ltd., Toronto, and continues 
as secretary. , 

Professor W. G. Leonard, F.C.A. ad- 
dressed the annual meeting of Queen’s 
University Alumni, Kingston, on May 15. 
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Quebec 

Doubilet, Pinkus & Co., Chartered Ac- 
countants, announce the removal of their 
office to Rm. 415, 5757 Decelles Ave., 
Montreal. 

James A. deLalanne, C.A. has been ap- 
pointed president of Pirelli Cables, Con- 
duits Ltd., St. John’s, Que. 

Matthews, Hoffman & Co., Chartered 
Accountants, Montreal, announce the admis- 
sion to partnership of Douglas L. Layton, 
C.A. 

P. S. Ross & Sons, Chartered Account- 
ants, Montreal, announce the admission to 
partnership of E. J. Newman, C.A., R. M. 
Rennie, C.A., and J. B. Wight, C.A. 

J. Gordon Mock, C.A., has been elected 
a director and appointed secretary of Jen- 
kins Bros. Ltd., Montreal. 


Edmond Caron, C.A. has been appoint- 
ed a member of the Montreal-Laurentian 
Autoroute Board, Montreal. 


Maurice De Palma, C.A. annonce que 
son bureau est situé maintenant au numéro 
7227 blvd. Pie IX 4 Montreal. 


Rosaire Courtois, C.A. has been elected a 
director of Canadian Home Assurance Co., 
Montreal. 


OBITUARIES 


H. S. T. PIPER 


The Institute of Chartered Accountants of 
Quebec announces with deep regret the 
death of H. S. T. Piper. 

Mr. Piper was born in Plymouth, Eng- 
land, in 1890 and came to Canada in 1911. 
In 1917 he became a member of the In- 
stitute of Chartered Accountants of Quebec 
and at that time was employed by Mac- 
Intosh, Cole and Robertson. In 1920 he 
joined J. O. Bourcier Ltd., and remained 
there until 1929. From then until 1931 he 
was with Baker, Birnie & Co. He then 
entered the firm of Mark Fisher & Co. Ltd., 


and at the time of his death was the presi- 
dent of that company and of The Peoples 
Mutual Building Society. 

Mr. Piper was particularly active in 
church and masonic service. He had been 
chairman of Macaulay Camp for under- 
privileged children and mothers, treasurer 
of the Montreal-Ottawa Conference of the 
United Church of Canada, and, at the time of 
his death, was a member of the Executive 
Board of publication of the United Church, 

To his wife and family, the members of 
the Institute and Council extend their sin- 
cere sympathy. 








ONTARIO INSTITUTE 


Personnel Selection — London: The per- 
sonnel selection tests in London are now 
being given in the offices of Clarkson, Gor- 
don & Co., 291 Dundas Street, instead 
of in the offices of Wm. C. Benson & Com- 
pany who have supplied the accommodation 
and supervisors for the test for the past 
five years. 


QUEBEC INSTITUTE 


Annual Meeting: George P. Keeping of 
Montreal was elected president at the an- 
nual meeting held on June 12. Howard I. 
Ross became first vice-president; J. Emile 
Maheu, second vice-president; M. Laird 
Watt, secretary; and Leo E. Boisonnault, 
treasurer. Immediate past president is 
Lucien D. Viau. Elected to the Council 
for one year were: René Gagnon, John P. 
Kinghorn, J. S. McKeown, Donald F. Ren- 
nie, R. G. Scroggie and J. J. St. Pierre; for 
two years: F. W. V. Anderson, Maurice de 
Coster, André G. Leroux, J. W. Roland 
Levesque, B. G. Levine and John F. Lewis. 
C. D. Mellor is executive secretary. 


Annual Dinner: The annual dinner of the 
Institute was held in the ballroom of the 
Sheraton-Mount-Royal Hotel on June 12. 
The guest speaker was Dr. Henry F. Hall, 
principal of Sir. George Williams College. 
His subject was “The Relationship of High- 
er Education to Business”. 

During the dinner an engraved silver tray 
was presented to Mr. S. R. Campbell, a 
past president of the Institute and a former 
partner in the firm of P. S. Ross & Sons, on 
the occasion of his having achieved 50 years 
as a chartered accountant. 


Provincial Conference: The first annual pro- 
vincial conference of the Quebec Institute 
was held at the University of Montreal in 
Montreal on June 12. A report of the con- 
ference will appear next month. 


EDMONTON C.A. CLUB 

The Edmonton C.A. Club held a panel 
discussion on June 5 to discuss the prac- 
tical application of recently issued Research 
Bulletin No. 13. The panel was composed 
of D. D. Bentley, G. C. Berge, K. C. Car- 
diff and B. F. L. Symes. The chairman 
was E. A. Christenson. 


KOOTENAY C.A. ASSOCIATION 

Chartered accountants from Creston, Nel- 
son, Kelowna, Grand Forks and Trail took 
part in the annual meeting of the Kootenay 
Chartered Accountants ‘Association on May 
11. Main item on the agenda was the 
study of the accounting system used at Con- 
solidated Mining and Smelting Company. 
Lunch was served at the Rossland-Trail 
Golf Club and a tour was made of Cominco 
operations. A banquet was held in the 
evening. 

President of the association is Walter 
Kitto of Nelson. A. C. Ferguson of Cran- 
brook is vice-president and Jack Yolland 
of Trail is secretary. 


WINDSOR STUDENTS ELECTED 

Offices of the Windsor and District 
Branch, Chartered Accountants Students As- 
sociation of Ontario were elected at a meet- 
ing held at the Lakewood Golf Club. They 
are: D. Kovack, president; K. Beneteau, 
vice-president; T. Davison, secretary; and 
B. Pye, treasurer. Committee chairmen 
are: R. Marshal, social; W. Spencer, sports; 
R. Sorenson, promotion. R. Emery has been 
elected to the provincial council of the as- 
sociation. 

At the annual golf day at Roseland Golf 
Club on May 28, low gross for students 
was won by Jim Clark and low nets by 
Bill Corbett, Roger Emery, Albert Maes 
and Terry Davis. Kenneth Reid took low 
gross for C.A.’s and Jack McWade, low 
net. Douglas McMurrin received the Mor- 
ris Construction Award for most honest 
golfer: one rabbit. 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


Closing date is 14th of preceding month 


CHARTERED ACCOUNTANT required as 
controller of Winnipeg manufacturing com- 
pany having over 500 employees. This is 
a new position in an expanding company 
with plenty of scope for advancement. Sal- 
ary dependent upon ability and experience. 
Reply giving full personal details to Wil- 
liam Gray & Co., Chartered Accountants, 
Bank of Canada Building, Winnipeg 2. 


INTERNAL AUDITOR: Experienced in- 
ternal auditor required immediately by 
newsprint manufacturer with plants in On- 
tario and Quebec. Applicants must have a 
minimum of six years’ experience in ac- 
counting and auditing to direct work of five 
auditors, and be prepared to travel almost 
continuously. Applicants with accounting 
degree and bilingual preferred but not es- 
sential. Salary commensurate with experi- 
ence. State age, qualifications and refer- 
ences when applying to Box 675. 


CHARTERED ACCOUNTANT required by 
rapidly expanding firm of chartered ac- 
countants in industrial centre of south- 
western Ontario. Immediate possibilities 
for partnership. Reply in strict confidence. 
Box 674. 





FIRM OF CHARTERED ACCOUNTANTS 
requires bilingual chartered accountant to 
take charge of branch office. Excellent op- 
portunity for future partnership. Reply 
stating age, education, experience, etc., to 
Box 673. 


CHARTERED ACCOUNTANT (1951), 
age 34, excellent experience in diversified 
audit engagements; employed since 1952 by 
international firm of C.P.A.’s in Detroit, 
U.S.A.; seeks position in commerce or in- 
dustry in Toronto. Box 672. 








B.C. FIRM of chartered accountants re- 
quire recent graduate to take over opera- 
tion of a C.A. practice in interior B.C. 
city on a resident partner basis. Basic 
salary, profit sharing and ownership equity, 
no initial investment required. Excellent 
opportunity for growth factor. Reply in 
confidence giving age, education, experi- 
ence to Box 677. 


SOLE PRACTITIONER 5 YEARS: I seek 
a young graduate with a small practice for 
purpose of combining practices under 
partnership arrangement. Box 676 


ACCOUNTING PRACTICE WANTED: 
Toronto chartered accountant would like to 
purchase practice either outright, in part- 
nership or by succession arrangement. In 
reply please state volume, price etc. Box 
678. 


POSITION WANTED: Young C.A. with 7 
years commercial experience wishes to im- 
prove his position. Further details of ex- 
perience will be supplied on request. Box 
679. 


COMPTROLLER: Required by large pro- 
vincial Co-operative organization doing a 
wholesaling, marketing and processing vol- 
ume of over $60,000,000 annually. Toron- 
to location. Duties involve control of ac- 
counting, credit, payroll, systems, office fa- 
cilities, budgeting, analyzing and reporting. 
Applicants must have had several years of 
related administrative experience and be 
able to work harmoniously on a senior 
executive team. Some agricultural and co- 
operative background or understanding de- 
sirable. 

Company provides many employee benefits 
including pension and sharing of earnings. 
Salary commensurate with dvties. Please 
reply in complete csutidence stating full 
details to Personnel Manager, United Co- 
operatives of Ontario, 35 Oak Street, Wes- 
ton. 















BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - -  ~- Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, PITBLADO, 


McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 


Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building ee Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 


86 





| 
| 
| 
| 


ee 








McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street’ - : . - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


a 


67 Yonge Street - - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 


Kent Building, 10 St. James Street West - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - - - Montreal 1, Que. 
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PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - -  - = Montreal 1, Que. 
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STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


1855 Rose Street - - - - - = Regina, Sask. 


“GRAIN ACCOUNTING IN CANADA” 


A brochure containing reprints of five articles on accounting 
procedures in Canada’s western grain industry. 
This booklet deals with the control methods involved in the 


physical handling and marketing of grain. Five Canadian chartered 
accountants, highly experienced in this field, have prepared a valu- 
able study for those connected with the grain trade. 


Price $1.25 per copy (single copies) 
$1.00 per copy (25 copies or over) 


Order now by filling out convenient coupon below. 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East 
Toronto 5, Ontario 


Please send me copies of "Grain Accounting in Canada" at 


for which I enclose $ 











Specializing in 


Professional 
Group 

Continental | Accident and 
Casualty | Sickness 


Company | INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Ross D. Hens Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 


Annual Audit... 


The Annual Audit is ovligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 

Limited 
Members: The Investment Dealers’ Association of Canada 
TORONTO + OTTAWA «+ HAMILTON «+ WINNIPEG ¢ MONTREAL 





Copical 


TAX 


REPORTS 


To the prac- 


tising accountant A 
who must have 
up-to-date 


authoritative tax information at his pnt gt 

fingertips, CCH Canadian time-saving fap roan smite 
loose-leaf Reports are indispensable. WEWSPAPER DELIVER 

Continuous reporting — indexed in 

detail and ready for insertion in easy- 

to-use binders. 


Write or telephone, and we shall be 
pleased to arrange for you to receive 
a demonstration of the practical 
applications of our loose-leaf 

Reporters. 


C.C_H, Canapian, LIMITED 


Seireennerentrannenrcenneceeesen® 
PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. W. 411 Transportation Bldg. 
TORONTO 10, ONT. MONTREAL 1, QUE. 








